


What happens when the attack on the 
slum and blighted area succeeds, New 
York Life's redevelopment project No. 1, 
Lake Meadows in Chicago, a 2,000 unit 
project with shopping center, schools, 
parks and parking. Below, a middle-aged 
area in Chicago which a housing code, 
with rigid enforcement, can save from 
further deterioration. Mr. Dunham tells in 
the leading article why mortgage bankers 
should be concerned with adoption of 
a housing code in their communities. 
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This is “Gunnison Court,” which Medina Supply Co. built specifically as a rental community across the highway from its main development. This 





dealer and his financial source consider G Homes esp 
range from $72.50 to $100. There were at least three prospective tenants for every house. 


“We average 39 Gunnison Homes a year in a town of 5,097 people.’ 


4 says Carl J. Anderson, Medina, Ohio 


. 





@ Typical of United States Steel Homes 
Dealers throughout the country, Medina Sup- 
ply Co., Medina, Ohio, tailors its homes to 
meet the needs of the community. By offering 
a variety of high quality Gunnison Homes at 
low cost, this dealer has built and sold an aver- 
age of 39 homes a year since 1950, in a com- 
munity with a population of only 5,097. 
Medina is not a new boom town—it is a stable 
community that has grown less than 20% 
since 1940. 

Mr. Anderson, General Manager of Build- 
ing Operations for Medina Supply Co., told 
us: “A good supply of long-term mortgage 
financing has helped to make our operation 








About 25% of the Gunnison Homes in Medina, Ohio, have basements. Some homes have breezeway 


and gorage 


e! Homes 


United States Steel Homes, Inc. 


GENERAL OFFICES: NEW ALBANY, INDIANA 
DISTRICT OFFICES: Atlanta, Ga. + Chicago, Ill. « Columbus, Ohio + Dallas, Texas 
Harrisburg, Pa. « Louisville, Ky. « Newark, N. J. « Omaha, Neb 
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ially good rental units because of their low maintenance cost. Rents at “Gunnison Court” 
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a success. By careful planning in advance— 
getting our land and drawing up complete 
plans for the development—we are able to pre- 
sent our financial source a complete picture of 
our program. As a result, we have had no 
trouble getting financing from local sources. 

“We sell Gunnison Homes on 60 to 100 ft. 
lots, some with breezeway and garage, for 
$8750 to $13,000. At these prices we haven't 
needed a lot of promotion and advertising— 
the homes seem to sell themselves.” 

Like Medina Supply Co., the United States 
Steel Homes Dealer in your community has 
geared his development to local needs. When 
you finance mortgages on his Gunnison 
Homes, you invest not only in well-built, 
modern homes, but also in the dealer’s suc- 
cessful home building experience. You invest 
in a local businessman whose reputation you 
know. 


Write for more information. 


HOW THEY DID IT——— 





1. Exceptionally good product at low 
price: Gunnison Homes. 


2. Strong market potential for low-priced 
Gunnison Homes. Added features like 
breezeways and garages increase sales 
appeal. 


3. Trained erection and sales personnel 
within organization. Once slab is fin- 
ished, houses are often under roof in 
less than a day with 6-man crew. 


4, Development plans approved in ad- 
vance by Medina City Ceuncil. All 
Gunnison Homes designs accepted by 
FHA and VA. 


5. Mortgage financing obtained easily 
from local sources. 


6. Word-of-mouth advertising sells most 
homes. No extensive promotion or adver- 


tising needed in this small community. 
es Arcee ene 
S TE EL CORPORATION 











1955 MBA Calendar 


January 25-27—Senior Executives 
Course, New York University, New 
York. 

February 24-25—Midwestern Mort- 
gage Conference, Conrad Hilton Ho- 
tel, Chicago. 

March 28-29—Southwestern Mort- 
gage Clinic, The Mayo, Tulsa. 

March 31-April 1—Southern Mort- 
gage Clinic, The Dinkler-Tutwiler, 
Birmingham. 

May 2-3—Eastern Mortgage Con- 
ference, Hotel Commodore, New 
York. 

June 19-25—School of Mortgage 
Banking, Courses I and II, North- 
western University, Chicago. 

July 31-August 6—School of Mort- 
gage Banking, Course I, Stanford 
University, Stanford, Calif. 

October 31-November 3—42nd An- 
nual Convention, Statler Hotel and 
Biltmore Hotel, Los Angeles. 


>> REALTY NOTE: Total real es- 
tate investment of all U. S. life com- 
panies rose to $2,205,000,000 during 
the first nine months of this year, an 
increase of $211,000,000 since the 
start of the year. Acquisitions in the 
first nine months of the year were 
$252,000,000. 


This realty investment is now three 
times what it was eight years ago. 
Largest block of the properties held 
by the life companies is the $1,236,- 
000,000 of commercial and industrial 
real estate used for rental income. 
This is almost entirely the product of 
the past eight years. Rental housing 
accounts for some $456,000,000. 


Real estate acquisitions and hold- 
ings at the end of the first nine months 
are: 

Acquired Holdings 
Sept. 9 Mos. Sept. 30 
1954 1954 1954 
(000,000 Omitted ) 
Fam ...6..0 @@ $ 12 
Company Used 4 49 482 
Rental Housing l 19 456 


Commercial 


Rental ..... 37 180 1,236 
Geer ....... l 4 19 
Tete *.:%... $43 $252 $2,205 
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PROTECTION 


Licensed to do business in the following states: 
Arkansas e Florida e Georgia e Indiana e Kansas e 
Louisiana ¢ Mississippi « Missouri e Nebraska « 

e Tennessee ¢ Texas ¢ Illinois (ce 
counties ) 


TITLE INSURANCE CORPORATION 810 Chestnut MAin 1-0813 
of St. Leuis, MeCune Gill, President 10 South Central PArkview 7-813! 








NATIONAL HOME 
MORTGAGES ARE 
SOUND LONG-TERM 
INVESTMENTS 




































Builder Award is tribute to beauty 
of NATIONAL HOMES’ DESIGNS 


Tn a nationwide competition among all 
builders, Maxon Construction Company 
of Barrington, Illinois, recently won a 
Special Merit Award on its Barrington 
Woods Development, consisting entirely 
of National homes. The competition is 
sponsored annually by Parents’ Maga- 
zine to select the “Best Homes for Fami- 
lies with Children,” and our dealer was 
one of only ten U. S. builders to be so 
honored. The judges—leading architects 
and home-planning authorities—thus 
gave expert testimony as to the superi- 
ority of National Homes’ designs. This 
is just another of many reasons why 
mortgages on National homes rate so 
highly as sound investments. 


Inquiries are invited from financial institu- 
tions seeking a continuous source of dependable 
investments. 





One out of every 48 homes being built 
in America today is produced by... 





NATIONAL HOMES CORPORATION - LAFAYETTE, INDIANA - HORSEHEADS, N.Y. 
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Reading this Book Can Mean —- 


MORE PROFIT 
from SERVICING 


The first and only complete work on mortgage loan 
servicing is now ready— 


MORTGAGE SERVICING 


By WILLIAM I. DE HUSZAR 





Seki: 


> It covers everything in servicing, every method of han- 
dling every operation. Where possible, it makes recom- 
mendations of procedures to follow and how to handle 
each one. 


> It’s for anyone and everyone in the mortgage industry. 
Executive personnel ought to be familiar with this broad 
picture of mortgage servicing today. For staff members in 
every department, Mortgage Servicing is must reading. 


; i 
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>» Here, in one volume, is told the entire story of servicing. 
All of the innovations in this field in recent years are ex- 
plained. You can use it as a reliable guide and reference 
to anything you want to know about servicing. 


>» Every MBA member ought to have one or more copies of 
Mortgage Servicing. Secure several copies and make a 
point of having all staff members read it. 


>» You can profit from Mortgage Servicing because it will 
give you the information you need to improve your servic- 
ing operation. 





> Order now from the first printing. Use the coupon below. 


$5 a copy 


City and State : Se ee 


RAITT OO SOT bo 1 1 
| MORTGAGE BANKERS ASSOCIATION OF AMERICA 

| L11 West Washington Street, Chicago 2, Ill. 

Send me __. copy (ies) of Mortgage Servicing from the first print- 

; ing. My check for $5 a copy is enclosed . Bill me 

Name_ ‘ : sciatica Saainiitininl 

Firm__ : scones: ceca asiipealalicsiaagatipascintacieenc st 
Address__ ™ —_ Spictinitaidenlin aaa 

| 

| 
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“Louisville Title” policies have earned the sound 





oy respect of mortgage bankers, insurance com- 
2. o panies, attorneys, builders and home owners. 
* * 
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LOUISVILLE TITLE INSURANCE COMPANY 


HOME OFFICE ° LOUISVILLE, KENTUCKY 


LICENSED FOR BUSINESS OVER A WIDE SECTION OF THE UNITED STATES 
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the president of 


any mortgage is a safer and therefore a better 
mortgage when the title is insured. 


6 






s a result of much experience in making FHA and GI loans, we have 


found it is essential to have a title insurance policy in each instance. 


“Banks and insurance companies will not buy them without guarantee of title. Consequently, the 


loans are not readily negotiable unless the titles are insured; nor do we want to keep them in our 


portfolio without title insurance and thereby run the risk of not receiving the financial protection 


afforded by the Government guaranty due to titles not proving acceptable to FHA or Veterans 


Ad ministration.” 


To investors in mortgage loans, 
title insurance policies say: ““You are 
protected against financial losses which may 
be caused by mistakes made in abstracting 
and examining titles and in preparing legal 
papers affecting title. You are also protected 
against losses caused by concealed title 
defects, such as forged deeds and releases. 
Moreover, should anyone ever question the 
titles to the properties securing your loans, 
the insurance company will defend, without 
any cost to you, all legal actions or proceed- 
ings against you which allege the titles to be 


other than as insured.” 


lawyers Title 


Insurance (Orporation 


Operating in New York Stale as 
[ Vonginia) Lawyers Tile Insurance Corporal 


Home Office ~ Richmond .Virginia 
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TITLES INSURED THROUGHOUT 42 STATES ( 


NATIONAL TITLE DIVISION OFFICES 


Chicago New York 
BRANCH OFFICES IN: 
Akron, O. Dayton, O. Pontiac, Mich. 
Atlante, Ga. Decatur, Ga. Richmond, Va. 
Augusta, Ga. Detroit, Mich. Roanoke, Vo. 
Birmingham, Alo. Freehold, N. J. Savannah, Ga. 
Camden, N.J.  Miomi, Fle Springfield, III. 


: > Newark, N. J. ; 
Cincinnati, O. ‘ Washington, D. C. 
New Orleans, Lo. White Plains, N. Y. 


Columbus, Ge. yew hort Naws, Ve. wilmington, Dei. 


Columbus, O. Norf Winston-Salem, N. C. 
Dallas, Tex. Poe, 3 Winter Haven, Fla. 


REPRESENTED BY LOCAL TITLE COMPANIES 
IN MORE THAN 175 OTHER CITIES 








“Mortgage Banker 


A JOB FOR MORTGAGE MEN: 
SECURING HOUSING CODES 


HE Housing and Home Finance 

Agency has ruled that any mu- 
nicipality which hopes to receive the 
benefits of certain parts of the Housing 
Act of 1954—not only grants in aid 
but also insurance of certain types of 
improvement loans for urban prop- 
erties—must have a satisfactory “hous- 
ing code” before the end of 1955. 
Undoubtedly the desire for Federal 
aid will encourage many city councils 
to seek to adopt 
such a code. It is 
the purpose of this 
article to suggest 
that the mortgage 
industry ought to 
assume leadership 
in securing the 
adoption and firm 
enforcement of 
such a code. 

It is not my 
purpose to suggest that mortgage 
bankers should support a housing code 
in order to help cities receive Federal 





Allison Dunham 


aid. Neither is it my purpose to sug- 
gest that mortgage bankers should 
support a housing code in order to 
secure for his portfolio more types of 
insured loans. I do suggest, however, 
that mortgage lenders should support 
a housing code because it is good 
business and good citizenship to sup- 
port laws designed to prevent accel- 
erated deterioration of the existing 
housing supply and also designed to 
improve the condition of our cities. 

First, as to what a housing code is 
and what it is not. It is not another 
building code although in some cities 
there may be provisions in the build- 
ing laws dealing with the quality of 
existing housing. A building code is 
for new construction—it regulates the 
methods of new construction and of 
structural alterations of existing build- 
ings whether for housing or for other 
uses. A housing code on the other 
hand prescribes minimum standards 
for occupancy of existing housing. A 
housing code makes it illegal to oc- 


By ALLISON DUNHAM 


cupy a building for housing unless 
the facilities and condition of a build- 
ing meet certain minimum standards; 
a building code makes it illegal to 
construct a building unless the con- 
struction method meets certain mini- 
mum standards. 

A housing code will not have as 
“high standards” as a building code. 
It is one thing to say that you cannot 
build “unless” and something entirely 
different to say that you cannot con- 
tinue to use an existing building “un- 
less,” even though the building was 
constructed according to required 
standards when built fifty years ago. 
Thus the building code of your city 
may prohibit new building with out- 
side fire escapes but the housing code 
may permit buildings to continue to 
be occupied if one of the required 
exits is a fire escape. It does not fol- 
low, however, that a housing code 
will not and should not require an 
owner of an old building to change 
it, even though it was constructed in 


VMBA’s Committee on Redevelopment, Conservation and Rehabilitation believes that certain provisions of 
the Housing Act of 1954 relevant to urban renewal are of prime importance to mortgage bankers. 
These are important not only because they can improve the living conditions of millions of 
Americans but also because they can act as a prop to our economic system and open new 


markets for the mortgage banker. 


In order to take advantage of the opportunities that are inherent in the new legislation, the 
Committee feels that mortgage bankers should be thoroughly informed on all phases of urban renewal. 
4 community can become eligible for receiving assistance under the urban renewal provisions of 


the Housing Act of 1954 provided it has a “workable program.” 


Your Committee 


is hopeful that this article, which is the first of a series of four on the specific elements in a 
workable program, will stimulate action among members of the Association. 
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a legal manner. The extent to which 
a housing code should and will com- 
pel changes in existing structures will 
always be determined by the com- 
munity’s sense of justice and its social 
consciousness. If an old _ building 
housing many families had, when 
built, one exit and a rope ladder fire- 
escape from each dwelling unit, most 
of us would not feel any injustice in 
requiring the owner of that building 
to install at least a metal fire-escape 
whether or not a rope ladder was 
legal when first installed. Nor would 
we revolt at the thought of requiring 
an old multi-family building to in- 
stall inside toilets in a building which 
was legally built without any. What 
the housing code does is to compel 
every dwelling, regardless of when 
built, to meet the bare minimum 
standards of health and safety if the 
owner wishes to continue to use it 
for housing. 

What will a housing code contain?* 
The recommendations of the Ameri- 
can Public Health Association and 
the National Association of Real 
Estate Boards suggest that it deal with 
at least five general areas of subject 
matter: 
>> Minimum basic equipment for 
each dwelling unit (e.g. toilet, sink, 
bath, water and electric supply). 
>> Minimum requirements for light 
and ventilation. 
>> Minimum requirements for safe 
egress to the outside (e.g. in multi- 
family dwellings it is usual to require 
at least two exits to the street if the 
building is several stories high. 


*What will a housing code contain Chicago's 
Metropolitan Housing and Planning Council 
headed by Ferd Kramer who heads MBA’s Rede- 
velopment, Conservation and Rehabilitation Com- 
mittee, has submitted one for that city. It is 
largely a compilation of existing requirements 
now scattered through 20 chapters of the munici- 
pal code. Those few sections that are new are 
designed to bring existing requirements into har- 
mony with each other or to fill up omissions in 
present requirements. 

It would supplement the present building code 
which primarily sets adequate structural standards 
only for new or remodeled housing 

















>> Minimum standards of space (e.g 
size of sleeping rooms; control of 
number of persons per habitable room 

usually not more than 1%. 
>> Minimum standards of mainte- 
nance and repair including an alloca- 
tion of responsibility for such work 
between owner and tenant (e.g. re- 
quirement that all dwellings and yards 
be kept clean and free of vermin and 
debris—the occupant to be responsi- 
ble for that part of the property over 
which he has exclusive control, the 
owner to be responsible for the bal- 
ance of the property). Of course in 
addition to these substantive provi- 
sions there will be sections on en- 
forcement, imposing fines for each 
day of violation and often providing 
that city officials may correct the vi- 
olation and charge the property with 
a lien. 

But you may say this is primarily 
a matter for owners and _ tenants. 
Where does the mortgage banker have 
any interest in the adoption or rejec- 
tion of a housing code by a city? 
The answer seems to me to be this: 
the banker’s interest should stem from 
a prudent business judgment. 


Rehabilitation of older buildings 
compelled by the housing code will 
tend to conserve neighborhoods in 
which the banker may hold more than 
one mortgage. It is demonstrable that 
a building which does not meet cer- 
tain minimum standards of quality 
causes deterioration in value of the 
neighboring buildings even though 
the latter do meet such standards, and 
such depreciation in value means less- 


Included in the proposed code would be such 
new retroactive minimum standard requirements 
as 

1. Refrigerator, range and sink in each family 
unit. 

2. Water closet and lavatory may be shared by 
two small family units. Bathtub or shower may 
be shared. 

3. Hot water lines and water heating facilities. 

4. Electric service for each family unit, with 
minimum outlets. 

5. Regulation of room arrangements to prohibit 
atress to bathroom or water closet through the 
sleeping room of another occupant. 

6. Responsibility for cleanliness is allocated 
between owner and tenant, with each responsible 
for part of dwelling over which he has exclusive 
control. 

7. Regulates basement dwelling units and clean- 
liness of basements. 

8. Imposes standard of maintenance and repair 
of exterior walls, roof and yards. 

9. Rooming houses one water closet for each 
ten persons. 

10. Minimum area—In sleeping rooms, 70 
square feet for one occupant and 50 for each 
additional occupant. In family unit, minimum of 
150 square feet of area for first occupant and 100 
for each additional occupant. 

ll. Where cede requires each family unit in 
multiple dwelling to have two exits from building, 
it permits two units to share one exit by means 
of a crash panel door for two years. Thereafter, 
crash panels will not be permitted. 
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ening of the security of the mortgage 
on such buildings. While a housing 
code is often proposed to the public 
as a law to protect the health and 
safety of occupants it is also a law 
to protect the security of the invest- 
ment of others. Mortgage bankers 
should be the first to know this because 
your journal is full of articles advising 
how important a neighborhood is to 
the security of a loan. Maintenance 
of the older residential areas near the 
center of the city also will tend to 
strengthen the central city area where 
the greatest mortgage investments are 
concentrated. 

An additional advantage of a hous- 
ing code to the mortgage banker is 
that it gives him a definite objective 
standard by which to protect himself 
against the mortgagor “milking” or 
mismanaging the property. It mav be 
true that if an owner violates mini- 
mum housing standards and over- 
crowds the building and supplies 
inadequate equipment, his rental in- 
come is higher and accordingly the 
mortgagee who has the mortgage on 
such building has (for the time be- 
ing) more assurance of being repaid. 
But the mortgagor who does this is 
accelerating depreciation and obso- 
lescence of the property—he is “milk- 
ing” it. Again you should be the 
first to know this because your journal 
has had articles on servicing the mort- 
gage, which, say these articles, includes 
periodic inspection of the property 
in order to guard against this type 
of milking. Sometimes the author of 
the article laments that mortgage 
provisions against waste are too vague 
and indefinite to be effectively util- 
ized to prevent mismanagement. A 
housing code is an answer to this 
problem. A violation of law is much 
more likely to be called “waste” than 
conduct which is not illegal. Further- 
more, most mortgages contain, in ad- 
dition to the provision against waste. 
a provision requiring compliance with 
municipal ordinances by the mort- 
gagor. Even if you cannot say over- 
crowding and non-repair is waste you 
can say it is a violation of a local 
ordinance and compel compliance. 
Moreover if the ordinance is firmly 
enforced, the enforcement machinery 
of the city can become an arm of 
your own servicing department. You 
can undoubtedly arrange in many 
cities to have the city officials send 
you copies of all enforcement notices 











sent to the owners of property on 
which you have a mortgage. These 
notices (or their absence) will give 
you a picture of the general manage- 
rial qualities of the mortgagor with 
respect to property secured by loans 
in vour portfolio. 

Finally mortgage bankers should 
support a housing code in order to 
retard a decline or disappearance of 
part of their urban market. Many 
lenders have rules to the effect that 
certain neighborhoods in the city are 
“gone”, and no new loans should be 
made in these areas. The lender adds 
to these areas from time to time as 
further deterioration occurs. What 
the lender is doing is of course con- 
tracting the number of customers to 
whom he is offering his product. Isn’t 
it rather silly to acquiesce in this mar- 
ket contraction without a fight? I 
know of very few industries who as 
a matter of choice reduce the number 
of their customers. If reduction oc- 
curs most industries intensify their 
advertising campaigns to regain the 
market. Here you can prudently get 
the lost market back only if the un- 
desirable area is rehabilitated. Rigor- 
ous enforcement of a housing code 
would help rehabilitate many areas of 
demand which the lender now denies 
himself. For these business reasons 
you should be for a housing code. 

Lenders have a responsibility for 
deteriorating neighborhoods in our 
cities. More often than not a dwell- 
ing which violates minimum housing 
standards is an attractive investment 
to a speculator or other equity in- 
vestor only because of a lender’s will- 
ingness to keep or put a mortgage on 
the property without regard to the 
violation. If the mortgage industry 
uniformly were as zealous about 
checking against housing code viola- 
tions before placing a mortgage or 
during the term of a mortgage as it 
is about checking against “violations” 
i.e. non-payment) of the real prop- 
erty tax on mortgaged property in all 
cities there would be very little more 
housing code delinquency than there 
is tax delinquency. The mortgage 
industry has the same power against 
the mortgagor for housing code viola- 
tions as it has for tax violations and 
it has the same opportunity (and 
probably duty) to refuse to loan on 
property in violation of housing laws 
as it has on tax delinquent property. 
The mortgage industry helps—in a 





Whitehead, Memphis. 
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sense is compelled to help—collect 
the real property tax for our cities; 
why should it not also help enforce 
the housing regulations? Prudent busi- 
ness judgment ought to compel the 
lender to secure adoption and rig- 
orous enforcement of a housing code 
in his city. The same prudence ought 
to lead him to help enforce such a 
code rather than discourage its en- 
forcement through his mortgage prac- 
tices. 


>>? A.C.T.LO.N IN ACTION: A 
most important development nation- 
wide in the field of urban renewal is 
the official launching of A.C.T.1.O.N 

American Council to Improve our 
Neighborhoods—by President Eisen- 
hower. Maj. General Frederick A. 
Irving, former superintendent at West 
Point, has been named to head the 
movement. On its 53-member board 
made up of business, labor, civic and 
church leaders are many MBA mem- 
bers. Ferd Kramer, MBA _ board 
member, has been placed in charge of 
the organization’s research pregram 
and.an A.C.T.I.O.N vice chairman is 
Andrew Heiskell, publisher of Life, 


who gave MBA members a preview 
of the development at the Chicago 
convention. 

A.C.T.1.0.N will concern itself with 
the entire range of housing, grouping 
its activities in these categories: 

—About 7 million dwellings that are 

in good shape. Here the effort will 

be to help maintain them in that 
condition. 

About 35 million dwellings in need 

of some repair. The organization 

will try to assist their rehabilitation 
and modernization. 

Another 8 million dwellings in slum 

areas. A.C.T.I.O.N will devote it- 

self to helping remove the slum 
conditions. 


“M 
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The Investment Problems 


EGARDING the investment en- 
vironment confronting life in- 
surance investment policy now and 
likely to confront it in the future, I 
have, for a number of reasons, come 
to the conclusion 
that the problems 
that will face us 
in the future will 
in all probability 
be more complex 
and involve more 
investment risk 
than in the past. 
= >> The field of 

George T. Conklin, Jr. investment 
ity for life insur- 





activ- 


ance companies has widened con- 
siderably in recent decades and will 


continue in that direction. 


In the early years of the industry 
mortgages, governments and munici- 
pals were the only important fields 
of investment. Requisite investment 
analysis was relatively simple. By the 
twenties the field had broadened to 
include two additional fields — both 
relatively homogenous in character 

namely railroad and public utility 
bonds. In the last 15 years the field 
has broadened tremendously—it now 
includes the entire industrial bond 
field—this field has become a most 
important outlet for life insurance 
funds—and comprises not one field 
but literally several hundred separate 
and distinct industries. The invest- 
ment field has likewise broadened to 
include housing, investment real 
estate, preferred stocks, and more re- 
cently, common stocks. 


This widened field of investment 
activity has been inevitable because 
of the substantial growth of life insur- 
ance funds. In the distant past, with 
the relative insignificance of insur- 
ance funds, the life insurance industry 
could ignore large fields of invest- 
ment which it considered less attrac- 
tive and concentrate on other fields 
which it considered attractive. 


Its ability to do this in the future 
will become increasingly limited. 
More and more the investments of 
the industry will tend to mirror the 
general pattern of demand of the 
economy for capital. Thus, the indus- 
try may be less able to avoid risk in 
the future than in the past. In the 
case of individual companies, particu- 
larly the smaller ones, investment 
flexibility will continue unchanged 
and will, in this respect, provide them 
with an important advantage over 
the larger companies whose invest- 
ment flexibility will become more 
limited. 
>> The future seems certain to be 
the Research Age, and an inevitable 
concomitant of increased research is 
increased risk for existing investment. 
The number of chemists in this coun- 
try is doubling every 15 years, the 
number of physicists every eight 
years. Even excluding the huge ex- 
penditures on atomic energy, research 
expenditures are more than 10 times 
those of the twenties and growing 
rapidly. Progress in technology, new 
products, and new methods seem cer- 
tain to unleash severe competition for 
established capital investment, and 
investment risks thereby appear to be 
on the increase. This will mean that 
appraisals of future trends will be 
more important than even before in 
investment analysis. 
>> One is impressed in reviewing the 
past record of life insurance invest- 
ment with the fact that an important 
reason for its excellent record has 
been the equity cushion provided for 
life insurance investments by risk- 
takers. It may well not be possible 
in the future for the industry to con- 
centrate on debt investment with a 
large equity cushion. 

The equity component of life in- 
surance investment seems certain to 
increase. The industry is investing in- 
creasingly in such equity fields as 
common and preferred stocks, hous- 
ing, and real estate. In addition, it 
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has invested in fields where the 
equity-risk cushion has been narrower 
or non-existent, such as in pipeline 
financing, toll road financing, etc. 

This trend seems likely to increase 
further in the years ahead. It may 
well offer far greater opportunities 
and returns, but in any case, it means 
increased investment risk. 


»> The business cycle will remain as 
a serious investment risk despite the 
contention in many quarters that it 
has been abolished. We may well 
have been lulled into complacency 
for we have been in a cyclical up- 
swing for so long and have had no 
challenging testing period for an in- 
vestment. Whatever the future pos- 
sibilities of mitigating the business 
cycle—and they do hold considerable 
promise—at the present time it seems 
to me that we have to be “from Mis- 
souri.” 

>»? With the rapid increase in our 
standard of living in this country, an 
increasing percentage of our con- 
sumption has been non-necessitous 
and postponable, and hence subject 
to wider fluctuation and quicker 
change. The inevitably widened scope 
of our investment activities has _re- 
flected this change particularly in 
the last decade with the tremendous 
expansion of industrial loans, and 
with the increase in loans to smaller 
companies. These trends likewise 
mean increased investment risk. 


>> There exists far less transfer- 
ability of risk today than in previous 
years. With the institutionalization 
of the bond market, there is today 
no well organized market for trading 
bonds. The development of direct 
placements has further accentuated 
this trend. 

In the past, if an investment began 
to deteriorate in quality, the investor 
had a fairly ready opportunity to 
transfer at least part of the risk to 
someone else through the market 
place. This opportunity to transfer 











s Life Companies Face 


That investment of life insurance funds is likely to be a more complicated business in the future is the 
opinion of Mr. Conklin. For one thing, there are more kinds of investments to consider now than 
in the past and many of them have a higher degree of risk than the investments which life companies 
have traditionally favored. Another is the problem of looking into the future—this is an age of 
research and you have to have more facts about any investment than you did before. Then there is the matter 
of business cycles repeating themselves—Mr. Conklin isn’t one to think that day is past and with him 
it’s a factor still to be reckoned with investment-wise. And, finally, there is the question of interest 
rates. Traditionally, they are low, very low by standards of the past, and that makes the job of an 
investor more difficult. And the problems of the future are likely to be different for smaller 
companies than they are for the larger ones because the former somehow will have to acquire the same 
know-how as the larger ones. For the smaller companies, he says, one part of a big answer might 
be to own a substantial portfolio of FHA and VA mortgages; but here they run into the opinion that 
this isn’t good policy for a smaller life company. Mr. Conklin, incidentally, doesn’t agree with that. 
Mortgage men are concerned with any and all facets of the investment thinking of their 
principal buyers which is why Mr. Conklin’s observations will be food for serious thought for many. He is 
financial vice president of The Guardian Life Insurance Company of America and a frequent 
speaker at MBA meetings and as a lecturer at our educational programs. 


risk has diminished greatly and means 
that an investment once made may 
be irrevocable. This heightens the 
need for thorough, forward looking 
investment analysis. 

>? Finally, interest rates are far be- 
low the level of the past — in the 
1920’s, for example, Aaa corporates 
in no year yielded less than 4 per 
cent and for the entire decade aver- 
aged about 5 per cent. Contrast this 
with the Aaa average yield of 2.90 
per cent today. This is a factor the 
importance of which cannot be over- 
stressed; the lower the rate of inter- 
est, the lower the compensation for 
risk, and the smaller the margin for 
investment error. 

If then-the future may hold in- 
creasing investment risk combined 
with less compensation for taking 
that risk, this double-edged sword 
will demand a high degree of skill 
in investment analysis and portfolio 
management. 


By GEORGE T. CONKLIN, JR. 


How then shouid life insurance or- 
ganize to meet these challenging in- 
vestment problems of the present and 
the future? Here I launch into a 
rather controversial area. 

I believe that there is a strong need 
for a single executive head in charge 
of all investment—usually with a title 
of financial vice-president. Invest- 
ment is a single function and involves 
a constant appraisal of the relative 
attractiveness of various investment 
outlets—it involves choices between 
alternatives, whether it be railroads 
versus public utilities, or mortgages 
versus securities, or housing versus 
common stocks. 

Such choices should be made solely 
on the basis of the long run benefit 
of the company—on the basis of the 
relative investment merits related to 
yields obtainable. Yet how often 
where there are autonomous heads of 
mortgages and securities are these 
choices made on other grounds, often 


reflecting relative personalities. Un- 
der these conditions, all too often 
jealousies arise and each head com- 
petitively strives to increase the im- 
portance of his department without 
necessary reference to the overall best 
interests of the company. 


It is not sufficient that coordina- 
tion be achieved and executive in- 
vestment decisions be made by the 
president or a finance committee. The 
development and execution of a co- 
ordinated investment policy is a full 
time responsibility, and neither the 
president nor the finance committee 
has the requisite time. Investment de- 
cisions must be continuously made, 
often under changed circumstances so 
that flexibility and adaptability is a 
precious asset for intelligent invest- 
ment. The need for such flexibility 
is more than amply demonstrated by 
the rapidly shifting relative attrac- 
tiveness of various outlets in the past 
few years. 
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In furtherance of this goal of co- 
ordinated investment, mortgage men 
and security men should know a great 
deal than they now do about 
the other fellow’s work. This 
only tends to develop thinking in 
terms of over-all investment policy 
but creates a training ground for the 
future, and may eventually lead to at 
least a limited interchangeability of 
personnel where overall investment 
policy dictates a change from securi- 
ties to mortgages or vice-versa. 


more 
not 


Although the investment staff of 
the industry has increased in numbers 
and in quality in recent years, we are 
still under-staffed investment-wise all 
the way from the largest companies 
to the smallest, with but few excep- 
tions. The most serious understaffing, 
however, occurs in the medium and 
smaller size companies. 

In this connection, it is worthwhile 
to consider the staffing requirements 
of mortgages and securities relative 
to company size. In the case of mort- 
gage investment which is comprised 
dominantly of residential mortgages, 


the unit of investment is small for 


both the largest and the smallest 
companies. Thus, the staff required 
for a portfolio of $50,000,000 of 
mortgages is minute compared to the 
staff required for a $1,000,000,000 
portfolio, for, other things being 
equal, there are 20 times fewer trans- 
actions to handle for the smaller port- 
folio. In addition, the type of invest- 
ment analysis required for mortgages 
is fairly straight forward and is lim- 
ited in scope by the homogeneous 
nature of the investment. If it is 
found desirable to strictly limit the 
ultimate risk of principal loss, the 
small company can concentrate on 
government insured, and, if necessary, 
in small relatively local portfolios, 
that can be serviced directly at con- 
siderable savings. Thus, the small 
company is at no disadvantage in 
mortgage investment relative to the 
large company, and may even have 
an advantage. 

On the other hand, in securities 
investment there is no such clear re- 
lationship between portfolio size and 
staff requirements. The analysis and 
decision to make a $500,000 bond in- 


vestment tor a company with $150,- 
000,000 in assets is fully as important 
to that company as is the analysis 
and decision to make a $35,000,000 
investment for a company with $10,- 
000,000,000 in assets. Furthermore, if 
a direct placement is involved, it may 
well be that the work involved for 
the $500,000 requires greater analysis, 
if as is frequently the case, the com- 
pany is a smaller and lesser known 
one. 

To obtain some rough approxima- 
tion of the relative size of the security 
investment task for small and large 
companies, I examined the statements 
of three of our very largest com- 
panies, and five of our medium size 
and smaller companies with assets 
ranging in the area of $50,000,000 to 
$400,000,000. 

At the end of 1953, the three large 
companies had—very roughly—hold- 
ings of 374, 375 and 441 different 
U. S. obligors. In each case, if rela- 
tively inconsequential holdings were 
eliminated, this number shrinks 
sharply. In the case of the smaller 
companies, the holdings were 256, 
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\ truism, yes . 


“Mighty Oaks from Little Acorns Grow...” 


it’s happened to us. We've grown 


mightily over the past 18 years because of the extra 


effort we've put forth to give thorough service to 


mortgage bankers, life insurance companies, builders, 


lawyers and others who look to us for their title 


insurance requirements. 
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266, 304, 316, and 503. Thus, with 
a striking difference in order of size 
of the dollar value of the portfolio 
of some 25-200 times, there was rela- 
tively little difference in the number 
of holdings. 

I also compared the number of 
1953 bond acquisitions of these same 
companies. For the three large com- 
panies, the figures were 55, 75 and 
88, and the largest of the companies 
had the 55. For the five smaller com- 
panies the figures were 40, 41, 48, 
53 and 57. Once again, despite a 
striking difference in the dollar vol- 
ume of acquisitions of the same order 
of magnitude (25-200 times) there 
was relatively little difference in the 
number of acquisitions. 

Many people have complacently A LL E, 4% H BK T O O kL, ~ 
assumed that the magnitude of the 
investment problem is proportional 
to the size of the company and hence 
the amount to be invested. This is O F OUR TRADE 
simply not the case as the above fig- 
ures should demonstrate. The prob- 
lem of security investment for the 





small company is very nearly of the No artisan can “deliver full service” 
same magnitude as it is for the large ? , 
company. Again, it should be stressed without the adequate tools. That’s a rule 
that a $100,000 investment for a com- . . . 
pany with $10,000,000 in assets is that holds good in the business of title 
every bit as important to that com- insurance, too. 

pany in every way and carries just . 

as much risk as a $30,000,000 invest- TG&T has the full kit of tools— 
ment to a company with $3,000,000,- extensive facilities, a stockpile of records 


000 of assets. 


For the large company, the ques- dating back to 1654, the judgment and 
tion of a really top-notch staff should experience of experts—ALL the neces- 
present no financial difficulties what- 
soever. Consider how important is sary resources so valuable in efficiently 
the economy of size in this respect Pi B P 
for the large company. Take ex- serving the increasing number of lawyers, 
treme assumptions just to prove the financial institutions and property owners 
point. A staff of 100 analysts with 
an average salary of $9,000 would who look to us for the protection of sound 


represent only about one basis point 
on the security portfolio of our largest 
company. Surely there would seem 
to be little excuse of any kind for 


understaffing on the part of the TITLE Gl TARANTEE 
largest companies. 


In the case of the smaller com- 
panies, obviously budgetary consid- and Trust Company 
erations preclude an ideal investment 
staff set-up. However, it is highly MAIN OFFICE: 176 BROADWAY, N.Y. 38 + WOrth 4- 1000 
important that we realize that we a ee ori: 
face this problem and do the best NEW JERSEY. CONNECTICUT, MASSACHUSETTS, MAINE AND VERMONT 
we can to have an adequate staff. 
Even thinking in budgetary terms, a Reinsurance facilities available through primary 
good investment staff can pay for litle insurers in many other states 


(Continued on page 19) eg ae 
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Blueprint for 


ODAY it is no longer a matter 
aa serious controversy whether 
the government should play a posi- 
tive role in helping to maintain a 
high level of economic activity. Men 
and women every- 
where now gen- 
agree that 
economic storms 
of inflation and 
depression must 
not be left to run 
their own course. 
What debate 
nowadays is not 


erally 


we 





the need for con- 
trolling business 
cycles, but rather the nature of gov- 
ernmental action, its timing and its 
Even these matters we 
have greater agreement than 
seemed likely only a short time ago. 


Dr. Arthur F. Burns 


extent. on 


won 


Thus, during the past year, while 
our economy undergoing con- 
traction, very few students of affairs 
urged that be in- 
creased to wipe out the public deficit; 
that interest rates be raised to 
speed the liquidation of excessive in- 
ventories and of superfluous indus- 
trial plants; or that banks call in 
their loans and reduce the outstand- 
ing money supply in order to protect 
their financial solvency; or that the 
general public be exhorted to save its 
money, and postpone buying auto- 
mobiles, furniture, and other things 


that people like. 


was 


seriously taxes 


or 


Yet—incredible though it may now 
seem—these were precisely the reme- 
dies for curing a business recession 
that had a considerable vogue in 
earlier times! 

With this background let us con- 
sider our recent business contraction, 
then sketch the steps that the gov- 
ernment took with a view to check- 
ing the decline, and conclude by 
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drawing a moral or two that may, 
perhaps, serve us as a useful guide 
in the future—the end of 1954 seems 
an appropriate time for stock-taking! 

By the mid-summer of 1953 it 
became reasonably clear that our 
economy was headed for some re- 
adjustment. The first visible sign of 
recession was a sharp reduction of 
business expenditures on inventories. 
This adjustment of inventories to cur- 
rent sales necessitated some reduction 
in output. After the cessation of hos- 
tilities in Korea, this decline was ag- 
gravated by a drop in governmental 
spending on military goods. The re- 
duction of spending on inventories 
and on defense led, of course, to a 
reduction of employment. Within a 
few months hundreds of thousands of 
men and women lost their jobs. In 
early March, 334 million were with- 
out jobs, another quarter million 
were temporarily laid off, and a large 
number were working only part time. 
A cry of impending depression arose 
on many sides and laymen began 
vying with the experts in following 
and interpreting every cloud, real or 
imaginary, in the economic sky. 

But the depression that so many 
feared or expected did not develop. 
Towards the end of 1953 strong in- 
dications began to appear of im- 
provement in financial markets. A 
little later it became clear that con- 
struction contracts, instead of col- 
lapsing as some expected, were in 
fact, increasing sharply. Commodity 
prices, instead of declining as is their 
custom during economic contractions, 
remained stable on the average. Con- 
sumer spending began to increase 
again early in the new year, and so 
did the flow of new orders to 
business firms. Sales to foreign coun- 
tries were well maintained and even 
rose above the level of the preceding 


too 


954 


year. Some industries and localities, 
especially those that had previously 
concentrated on defense goods, suf- 
fered sharp declines in output and 
employment. But by the spring of 
this year, our economy—-viewed as a 
whole — managed to stabilize at a 
very high level of activity, and more 
recently has begun to feel once again 
the invigorating impulse of expansion. 

The course of our recent contrac- 
tion raises an interesting and impor- 
tant question, namely: Why did the 
economic setback of 1953 prove so 
mild on an over-all basis? 

Why did our total national output 
of goods and services decline merely 
3 or 4 per cent? 

Why did not the decline turn into 
the cumulative, spiraling depression 
that many feared and some expected ? 

Why, to put a still more exacting 
question, did the gross national prod- 
uct decline merely from an annual 
rate of about $370 billion in the sec- 
ond quarter of 1953 to $356 billion 
in the third quarter of 1954, or by 
$14 billion in all, when the primary 
contracting factors—inventory spend- 
ing and Federal spending—declined 
between them by $23 billion? 

Five 
to me: 


facts seem clear and basic 


>> Our fiscal system automatically 
cushioned the economic decline. 

>> The monetary, tax, and expendi- 
ture policies pursued by the Admin- 
istration helped to inspire widespread 
confidence on the part of people. 
>> Trade unions conducted their af- 
fairs with an eye to basic conditions 
and with a sense of responsibility. 
>> Both business firms and con- 
sumers retained great confidence in 
the economic future and expressed it 
by maintaining their spending at a 
high rate. 














>> Continued economic recovery in 
England and Western Europe helped 
to expand our exports and to bolste1 
the prices of internationally traded 
raw materials. 

As for government’s role, we have de- 
veloped in our country a fiscal system 
that automatically tends to cushion 
or offset a decline in private income. 
The offsets cannot be counted on to 
prevent a depression, but they can 
be of very material assistance. For 
example, total personal income de- 
rived from production decreased at 
an annual rate of about $3 billion, 
between July, 1953, and July, 1954. 
But in the meantime social security 
benefit payments to the public m- 
creased at a rate of about $2 billion, 
while tax payments by the public 
quite apart from the change in rates 
that became effective this January 
fell at the rate of another billion. 

Hence, these two factors alone 
served, in very large part, to offset 
the over-all decline of personal in- 
come from production. 

Again, corporate income decreased 
at an annual rate of about $74 bil- 
lion between the second quarter of 
1953 and the second quarter of 1954. 
In the meantime, the tax liability of 
corporations was cut by about $4 
billion, merely as a result of the de- 
cline in income and quite apart from 
any change in the tax rate. Once 
again our taxing machinery automat- 
ically cushioned the impact of a de- 
clining income on the sums available 
to corporations for paying dividends 
to their stockholders or adding to 
their capital. 

Furthermore, the Federal price- 
support program for agriculture has 
resulted in considerable cash pay- 
ments to farmers. If rigid price sup- 
ports were continued, they would 


— Good Ti 


By DR. ARTHUR F. BURNS 


Chairman, President's 
Council of Economic Advisers 


In this complicated world we live in it isn’t easy to 
point to one set of facts pertaining to any given part of 
our complex economy and say “This is it—these 

are the facts which will make it clear.” Yet if one is 
looking for the set of facts which will explain 

as clearly and as briefly as any one could expect, the 
economic philosophy of the present national 
administration, then all he need do is examine the views 
which Dr. Burns sets forth here. (Whether the 
election returns will change any of it is something else!) 
For this is—better than it has been stated by 

anyone anywhere else—a blueprint of the 

economic ideas of the Eisenhower administration. 

And Dr. Burns is a vigorous defender of the 

present policy. During the recent recession, he says, 

we had a 9 per cent decline in industrial 

production accompanied by a rise in disposable 


never before in modern history 





personal income 
has such a thing happened and credit for it 

can go to administration policies which were planned 
that way. he contends. And in the future, what ever 
party is in control, one can expect our government to 
step in and institute measures to prevent recession. 
Burns says that is the Eisenhower way—and 

it has been the other party's way, too. 

MBA members have often heard and read the 
pronouncements of the two predecessors in the post 
which Dr. Burns now holds, that of Chairman 


of the President’s Council of Economic Advisers. 
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seriously aggravate the already large 
imbalance between production and 
markets. Nevertheless, they served to 
bolster farm incomes during recent 
months. 

The government was not content 
to play merely a passive role with re- 
spect to the economy. On the con- 
trary, definite deliberate 
steps were taken to promote a stable 


very and 
prosperity. 

Early in 1953, when a boom psy- 
chology existed and unemployment 
had reached a vanishing point, the 
government adopted a policy of re- 
straining the expansion of credit. The 
aim was to prevent a reckless increase 
of investment and a deterioration in 
the quality of new credits, such as 
had often characterized the closing 
stages of economic booms in our 
history. 

By May of 1953 it became clear 
that a restrictive credit policy had 
already accomplished its main pur- 
pose. The government therefore pro- 
ceeded to ease credit conditions once 
again, first by expanding the reserves 


NVEST 





of commercial banks, second, by re- 
ducing the reserves that the banks 
were required to hold against their 
deposits, third, by rearranging the 
Treasury's financing so as not to 
compete with mortgages and other 
long-term issues. These steps were 
taken, it is highly important to recall, 
before (not after) the peak of busi- 
ness activity had been definitely 
passed. 

Later, in September, 1953, when 
it seemed plain that an economic 
decline had already begun but when 
unemployment figures still continued 
to move downward for seasonal rea- 
sons, the government announced that 
it would make sizable tax cuts for in- 
dividuals and corporations effective 
in January, 1954, so that people 
would have more money to spend or 
invest. 

In January, 1954, the President 
presented a comprehensive economic 
program to the Congress. This pro- 
gram was designed to strengthen in- 
centives and to stimulate enterprise 

through a revision of the tax laws, 
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through an enlargement of the credit 
facilities for housing, through im- 
provements of the highway system, 
and through a new and realistic ag- 
ricultural policy. The program was 
also designed to foster economic sta- 
bility by extending the protective 
scope of old age and unemployment 
insurance, and by giving the Presi- 
dent autherity to contro] the terms 
on which Federal assistance would 
be provided for housing loans and 
mortgages. 


Between January and the closing 
of Congress, which adopted the 
greater part of the President’s eco- 
nomic program, further steps were 
taken by the government to ease gen- 
eral credit conditions and to reduce 
excises and other taxes. Aid was pro- 
vided to some of our hard-pressed 
industries — notably, to shipbuilding 
through a new construction program, 
and to zinc and lead mining as a 
result of a revised stockpiling pro- 
gram. The government also attempted 
to assist localities suffering from un- 
employment by channeling contracts 






















to them as far as feasible, by boosting 
the allowable rate of accelerated 
amortization, and by its job place- 
ment service. 

I noted earlier that between July, 
1953, and July, 1954, the personal 
income from production fell by an 
annual rate of around $3.5 billion, 
and that this decline was offset to a 
large degree by expanded social se- 
curity benefit payments and the lower 
taxes that automatically accompanied 
the decline of incomes. These offsets 
were, of course, substantially rein- 
forced by the deliberate reduction in 
personal income tax rates that be- 
came effective this January. 

If we combine the effects, first, of 
the automatic reduction of tax pay- 
ments resulting from reduced in- 
comes, second, of the deliberate re- 
duction of tax rates that occurred 
this year, third, of the expanded flow 
of social security benefit payments, 
we get a sum of offsets to a declining 
production income that comes to 
about $5 billion. Since the income 
derived from production declined by 
an annual rate of only $3.5 billion, 
the income available to the public for 
spending or saving actually increased 
by about $1.5 billion. 
>> This result 
posable personal income accompany- 
ing a 9 per cent decline of industrial 
production—has no parallel, as far 
as I know, in our economic history. 
And this remarkable achievement has 
had a simple but very significant in- 
fluence on consumer behavior. Con- 
sumers continued to spend their 


namely a rise in dis- 


‘LAND TITLE 


SERVICE 
COVERS 


eo} ite 






* 


money rather freely and their expen- 
ditures on goods and services are now 
at a record level. 
>> A second fact is that during the 
recent period of contraction, expen- 
ditures on fixed investment were 
maintained at or very close to peak 
levels, while contracts for new con- 
struction—especially for housing, but 
also for commercial buildings, and 
state and local public works—rose 
significantly. Such sprightly behavior 
of investment is very unusual for a 
period of business contraction. I at- 
tribute this favorable development 
partly to the government’s policy of 
easing credit conditions and partly 
to the high confidence of both busi- 
ness firms and consumers in their 
economic future. 
>> The third point is that the recent 
period of over-all economic stability 
has not been a period of stagnation. 
On the contrary, it has been a period 
in which the civilian economy has 
moved forward and expanded. Be- 
tween the iirst quarter of this year 
and the third quarter, the gross na- 
tional product remained unchanged. 
Since Federal spending during this 
interval declined at an annual rate 
of $6 billion, other categories of ex- 
penditure—that is, consumer spend- 
ing, private domestic investment, for- 
eign investment and state and local 
expenditure—must have increased, in 
the aggregate, by the same amount. 
This, of course, is what happened. 
Not only that, but each of these four 
broad streams of outlay expanded. 
No one who contemplates these facts 


BRANCHES IN ALLIANCE - CHARDON - CINCINNATI - 


is likely to escape the feeling that our 
economy has been manifesting great 
strength during a difficult period of 
readjusting from war to peace. 

More time must elapse before the 
recent setback of economic activity 
can be fully appraised. As of today, 
we know definitely that the decline 
in total output and expenditures has 
been small. We know that the decline 
has been halted. We know that a 
recovery in financial and investment 
markets has been under way for some 
months. We know that the decline 
of employment in our factories, shops, 
and offices has recently stopped and 
that an expansion has again been 
under way in recent weeks. We know 
also that the expansive stimulus of 
our newly enacted lerislation has not 
as yet been fully felt. Beyond this 
rises the veil that separates us from 
the future. 

Current indications are, however, 
that while economic trends are mixed, 
business activity as a whole is im- 
proving. Construction has been set- 
ting new records each month. Con- 
sumer spending is at an all-time high. 
The deflationary impact of Federal 
spending is abating. The worst phase 
of the inventory liquidation seems to 
be out of the way. The steel industry, 
which is very sensitive to the tides of 
trade, is now operating at a rate of 
75 per cent, whereas only a few weeks 
ago it was at a 60 per cent level. 
Automobile production will soon be 
in high gear again. The machinery 
trades have picked up. New orders 
are reported to be increasing all 
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around. And the offices of architects 
are bursting with new plans for 
homes, factories, power plants, pipe 
lines, and all sorts of commercial 
buildings. 

The evidence, as I read it, is there- 
fore that we are again entering a 
phase of economic expansion. But 
the art of forecasting is 
very imperfect. The history of eco- 
with the errors of 
its practitioners. We cannot dismiss 
the possibility that the present recov- 
have 


economic 


nomics is strewn 


ery may prove abortive, as 
many recoveries in the past. 

If that should happen, the question 
naturally arises: What further steps, 
if any, will the government take to 
cope with the economic situation? I 
cannot answer this hypothetical ques- 
tion with the assurance of precise 
detail. I can say something about the 
major premises on which the basic 
economic policy of our government 
has recently proceeded, and this may 
perhaps provide a clue to the future. 

The first premise of our govern- 
mental policy, as I see it, is that we 


are living in an age of revolution. 
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Violent political currents are stir- 
ring the world. Since our system of 
free and competitive enterprise is on 
trial, the government cannot stand 
aloof from the private economy but 
must be ready to take vigorous steps 
to help maintain a stable prosperity. 

The second premise of our policy 
is that the government must take 
preventive action, and not trust ex- 
clusively to therapeutic measures. 
This means, among other things, that 
the government must try to enlarge 
the potential role of automatic eco- 
nomic stabilizers—especially, unem- 
ployment insurance. It means that 
the government must act well before 
extensive unemployment develops. It 
means also that the government must 
handle cautiously the fuel of inflation. 

The third premise of our policy is 
that the government must conduct 
its affairs so as to inspire favorable 
expectations concerning the future on 
the part of people generally. 

This means that the government 
must look to the long-range conse- 
quences of its actions, as well as to 
immediate results. 

It means that the government must 


be capable of prompt as well as care- 
fully considered action. 

It means that the government must 
avoid extravagance and make-work 
schemes, and yet meet fully its re- 
sponsibility to provide those public 
assets on which an expanding private 
economy depends and of which our 
highway system, which has suffered 
great neglect in recent years, is 
merely an outstanding example. 


It means that the government must 
use monetary policy in a flexible 
manner and assign it a very high 
priority in the arsenal of contracycli- 
cal weapons. 

It means that the government must 
give priority to tax reduction over 
expanded expenditures in times when 
an unbalanced budget becomes diffi- 
cult to avoid. 

And it also means that the govern- 
ment must use tax reduction with an 
eye to stimulating both consumption 
and investment, rather than the one 
or the other. 

These are the basic premises that 
have controlled our business cycle 
policy in the recent past. If govern- 
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mental policy in the months and 
years ahead continues to adhere to 
these premises, if government resists 
doctrinaire thinking of both the right 
and the left, if government steadily 
maintains a watchful eye on the state 
of business and consumer sentiment, 
and if it gives heed to the need of 
avoiding inflation as well as depres- 
sion, we may, I think, be reasonably 
confident that— although we are 
likely to continue to have fluctuations 
in individual markets and to some 
degree even in the economy as a 
whole—we will avoid in the future 
the business depressions that have 
marred our brilliant record of free 
enterprise in the past. 


INVESTMENT PROBLEMS 
Continued from page 13) 
itself many times over, certainly in the 
long run, and often in the short run also. 
One answer for the smaller com- 
panies is to have heavier mortgage 
portfolios of government insured 
mortgages; particularly at the present 
time when mortgage yields are at- 
tractive relative to security yields. 
Yet this often runs up against a lot 
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of industry thinking prejudicial to 
the holding of a large percentage of 
mortgages. I cannot see that there is 
anything unsound in a much higher 
percentage investment in insured 
mortgages than the industry and most 
companies have today. 
Obviously, the answer to a good 
investment staff is by no means mere 
numbers of analysts; one really good 
person may be better than any num- 
ber of investment hacks. We need 
both an adequate staff in numbers 
and one of high quality. The type of 
background necessary for successful 
investment operations in the future 
may be much broader, more demand- 


ing, and involve more extensive train- 
ing than in the past, giving much 
more weight to general economic 
trends and industry risk factors in 
our economy, than to the narrower 
Wall Street type of financial state- 
ment analysis of particular companies 
that is all too typical of many invest- 
ment operations today. 

Looking back upon the investment 
record of life insurance in the past, 
one is forced to marvel at its record 
of achievement. The problems which 
lie ahead in the future. with in: all 
probability be even more challenging 
than those which we _ successfully 
dealt with in the past. 
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Has Our Mortgage Debt I 


UR government has acted to 
O spur private business invest- 
ment spending in many ways. A sig- 
nificant step was the elimination of 
the excess profits tax at the end of 
1953. Also, as an 
incentive to ex- 
pansion, business 
men were permit- 
ted to write off 
their expenditures 
on new plant and 
equipment at a 
faster rate. Further 
impetus to private 
use of risk capital 





W. Walter Williams 


will be supplied by 
the extension of the “carry back” pe- 
riod over which net operating losses 
may be deducted. The reduction of 
taxes on dividend earnings will but- 
tress the willingness of the public to 
put more of their savings in equity 
capital. The many significant tax 
benefits provided for business will 
simplify business operations and pro- 
vide a more favorable climate for 
business investment and growth. 

And also illustrative of stimulating 
action is the recently-enacted housing 
legislation. This is a factor in the 
most recent advance in new construc- 
tion initiated—a major dynamic force 
throughout this past year. The most 
noteworthy change in legislation is 
the broadened base for mortgage 
credit made possible by the lowering of 
minimum initial cash requirements and 
lengthening of the payment periods 
permitted on FHA financed housing. 

By September, the strength of the 
housing market had carried the value 
of private residential construction put 
in place to a point one-seventh above 
last year. Number of units started in 
the first eight months of 1954 was at 
a rate higher than any prior year ex- 
cept 1950. 

The current demand situation in 
housing reflects not only the continu- 
ing increase in families to be housed 
but also a determined effort on the 
part of many homeowners to improve 


on accommodations purchased in the 
early postwar period, At that time, 
family requirements were smaller and 
incomes were substantially less than 
are now being earned. The very fact 
that these home buyers are earning 
good incomes and have experienced 
a long stretch of such earnings gives 
both the buyers and the lenders the 
confidence needed to make long term 
commitments. 

But some fears have been expressed 
that, in the process of spurring pri- 
vate residential building by easing 
credit terms, our nation’s families 
may be becoming overindebted. I 
have some thoughts on that subject. 

Total mortgage debt on one-to-four 
family homes is estimated at $711 
billion at the present time. This is 
$5" billion higher than last Decem- 
ber. The rise this year is at about the 
same dollar rate as in the preceding 
three years. 

It is true that mortgage debt has 
risen sharply since the end of the war 

by about $53 billion—but housing 
values have also greatly increased. 
This was due in part to rising real 
estate prices but also in substantial 
degree to the addition of new housing 
accommodations. 

Over the whole postwar period 
from 1945 through 1954, we estimate 
that approximately $87 billion of new 
nonfarm residential construction will 
have been put in place. In terms of 
housing units, the 9 million units 
added since 1945 compare with 7 
million new units erected during the 
decade of the twenties. 

Indebtedness of individuals in 
mortgage form represents at present 
the equivalent of about 28 per cent 
of disposable personal income. Just 
before the war and in the late twen- 
ties, the proportion was somewhat 
less than 25 per cent. In evaluating 
this change in proportions, however, 
several factors must be borne in 
mind: 


>> Home ownership—as opposed to 
renting—has been on the rise over 
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the decades. Back in 1890, 37 per 
cent of nonfarm residences were 
owner-occupied; by 1940, this had 
risen to 41 per cent; today the pro- 
portion is almost 60 per cent. This 
trend is in the best American tradi- 
tion, and is a manifestation of im- 
provements in living standards which 
may be derived from a growing 
economy. 


>> With greater access to mortgage 
money, more regularized payment on 
principal, and lower interest cost, 
more owner-occupied homes are 
bought today with the aid of mort- 
gage funds. Roughly half of owner- 
occupied homes are mortgaged at 
present; the proportion in 1890 was 
less than 30 per cent. 


>? The equity of the one-half of 
homeowners that have mortgages rep- 
resents somewhat more than 50 per 
cent of the aggregate market value 
of these mortgaged units—almost as 
high a proportion as in prosperous 
prewar years. 


>> Because of the great changes 
which have been introduced in mort- 
gage lending practices and because of 
reduced interest rates, today’s annual 
repayment of principal and interest 
charges constitutes a smaller relative 
drain on home owners income than 
in the late twenties. 

In general, and from a national 
point of view, the postwar rise in 
mortgage debt does not appear to 
have been excessive in the light of all 
relevant considerations; and the cur- 
rent volume of this debt need not be, 
and is not, a deterrent to continued 
growth either in housing or in the 
economy in general. Indeed, our post- 
war experience has vividly empha- 
sized the central importance of a 
flexible credit market in extending 
the benefits of home ownership to the 
American people. The Federal Gov- 
ernment is making an important con- 
tribution in this area by promoting 
the development of mortgage insur- 
ance and guaranties. 


«< 


t Risen Too High, Too Fast? 


No, the increase in indebtedness has been in line with 
the country’s growth and increase in population, says 


« 


One of the basic factors contrib- 
uting to the strong demand for hous- 
ing is the fact that the flow of income 
to consumers has held at a high level. 
The drop in consumer income has 
been about | per cent from the peak 
of last year. But the spendable in- 
come of consumers—that is, what is 
left after the payment of personal 
taxes—has been higher this year than 
it was when business activity in gen- 
eral was at a top in mid-1953. 

Personal income tax liabilities are 
now lower than a year ago by almost 
$4 billion on a full-year basis as a 
result of the cut in tax rates last 
January and those encompassed in 
the more recent revisions in the tax 
laws. The result has been that per- 
sonal income after taxes during the 
second quarter was at a rate of $253 
billion a year, the highest ever 
achieved. The tax saving from the 
cut in excise taxes involves an addi- 
tional $1 billion, the benefits of which 
are shared by both buyers and sellers. 


With aggregate incomes thus main- 
tained, consumer expenditures on 
goods and services move up to a re- 
cent record rate of $233 billion, or 
about $3 billion more than in calen- 
dar 1953. There have been some vari- 
ations in the buying pattern over this 
last year, and this shift has con- 
tributed to some differences in expe- 
rience among various industries. 
Spending for services has increased 
steadily; purchases of nondurable 
goods have equaled the best prior 
period; but the buying of durable 
goods is moderately below a year ago. 


The downward movement in pro- 
duction and sales which began in the 
summer of 1953 was checked last 
spring. While individual industries 
have been variously affected in this 
transition period, the over-all eco- 
nomic situation has recently been rel- 
atively stable. Industrial production 
has been unchanged since March; 
the trend of gross national product 
has been level since the end of the 
first quarter; and both business sales 
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The mortgage structure isn’t over-extended; and, in 
the course of a discussion of the plus-factors in the 
American economy today, Mr. Williams gives the rea- 
sons why he thinks it is nothing to be concerned about. 
As everyone knows, his business career was in the 
mortgage business and he is a past president of MBA. 


and the inflow of new business to 
manufacturers have shown in the ag- 
gregate only small fluctuations over 
this period. 

There is every reason to expect 
that in the longer run the growth po- 
tential of this country can and will be 
realized, and that it will equal, if not 
exceed, the average long term growth 
trend of 3 per cent. Most of the past 
expansion can be traced to the basic 


development of our resources, to in- 
creased productivity stemming pri- 
marily from technological and man- 
agerial progress, to a high rate of 
capital formation, and to the constant 
improvement in the education and 
skills of the working population. 

All of these forces are in operation 
today. 


As condensed from Mr. Williams’ address at the 
ABA Convention. 
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WHAT'S 
NEW IN 
SHOPPING 
CENTERS 


What lessons are the shopping centers learning? Mr. Wells gives some of them 
here, lessons about leasing, about the roles of department and chain stores, about 


maintenance and operating problems, heating, size of small auxiliary shops, 


and, above all else, the problem of adequate parking which, in the end, is what 


makes a shopping center go. 


the future of 
will be 


straighter if 


QO": thinking on 

shopping centers 
measurably clearer and 
we review some facts we well know 


im- 


but tend to overlook. 
>> Fact No. 1. 163 


million of us Americans, as compared 


There are now 


with 151 million in 1950, and 132 
million in 1940. Our population is 
like a snowball—the bigger it is the 
faster it grows. 

>> Fact No. 2. The automobile is 


We have now about 45 
million automobiles as compared to 
1945 with only 25 million and in 1930 
with 23 million. There will be 81 
million motor vehicles on the road in 
1965, including trucks and buses. 


here to stay. 


Only 25 or 30 years ago the owner 
of an automobile was looked upon as 
a well-to-do person, and usually was. 
Today the automobile is no longer a 
luxury nor a mark of distinction. The 
family that does not own a car is 
exceptional—and must be ready with 
explanations for this strange situation. 
>> Fact No. 3. It is a historical fact 
that merchants have always set up 
shop in locations determined by the 
availability of public transportation 


at the intersection of two busy street 
car lines or a point along a river or 
a canal. Chicago for instance came 
into being at a point where a river 
emptied into Lake Michigan. There 
are surrounding little communities 
older than Chicago, but the city pros- 
pered and grew because of its water 
transportation when there was no such 
thing as an automobile, a street car, 
or even a railroad. 

When the railroads came, new com- 
munities sprang up along the railroad 
line. Glance at a map at any large 
city and its suburbs and you will find 
the latter stretching out in long fin- 
gers that follow railroad lines, with 
wide open spaces between the fingers. 

This vast increase in population has 
of course created the need for addi- 
tional homes. Because of the auto- 
mobile, millions have been able to 
build their homes in communities, 
and even unincorporated areas, far 
from railroads and other public trans- 
portation. The result is that new 
suburbs and unincorporated areas sur- 
rounding big cities have been growing 
tremendously—much faster than the 
well settled cities and older suburbs. 
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By FRANK C. WELLS 


And, finally, new stores and shops of 
all kinds are needed to serve these 
additional people. The shopping cen- 
ter, of course, has been the logical 
solution. 

Thus the shopping center is not 
nearly so strange and revolutionary as 
some have supposed. It is evolution- 
ary, not revolutionary. 


The most distinctive feature of the 
shopping center is that it is a planned 
project built as a package, in contrast 
to the older neighborhood shopping 
areas that grew haphazardly store by 
store. The latter sprang up where 
crowds were thickest—the busy inter- 
section — whereas the new planned 
shopping center can well be located 
in an apparently isolated spot, with 
no pedestrians within many blocks. 
But of one thing we can be sure: the 
well-planned shopping center will be 
most accessible to highways fanning 
out in all directions. 


The greatest attraction of the shop- 
ping center is its convenience. Amer- 
ica is on wheels. Most people take 
their automobile even to buy gro- 
ceries. The shopping center caters to 
this practice by providing ample park- 





ing space—free. Shoppers do not 
have to struggle with heavy or bulky 
bundles — they just pile everything 
into the family car, and take off. 


The trend is strongly toward open- 
ing shopping center stores later in the 
morning and keeping them open in 
the evening. Again a convenience! 
Shopping can be deferred until the 
husband returns from work, and the 
whole family can go out. This solves, 
to some degree, the “baby sitter” 
problem. Many have such devices as 
merry-go-rounds, ponies, and various 
mechanical rides — commonly known 
in the trade as “dime chewers”—to 
encourage mothers to bring their chil- 
dren along, or possibly it helps the 
kids put on the pressure so that shop- 
ping will be done where they can 
have the most fun. 

Still another convenience is the in- 
formality. Casual wear that would 
attract a lot of attention downtown, 
or even in a staid neighborhood shop- 
ping area, isn’t noticed in the new 
shopping center. 

Finally, a well-planned shopping 
center contains a wide variety of 
stores and service shops, all within a 
short distance, and probably with a 
canopied walk leading from one store 
to the other. “One-stop” shopping 
this is called. 

A shopping center has a great deal 
of eye-appeal with its modern archi- 
tecture, floor-to-ceiling show windows, 
excellent lighting, etc. There is some- 
thing of a carnival spirit in some shop- 
ping centers, probably deliberately in- 
spired by promotion-minded owner 
or tenants, or both. And the fact that 
shopping can be made a family proj- 
ect has appeal to many people. 

We are learning more about shop- 
ping centers each day—how to build 
them, how to select a location and 
how to maintain and operate them. 
We will continue to learn more as 
time goes on, but experience has al- 
ready established some sound prin- 
ciples. 


>> First and foremost commandment 
is that there must be sufficient park- 
ing space. If this rule is not observed, 
nothing else matters much. At the 
inception of shopping centers we used 
to talk about a two to one ratio of 
parking space to selling area—that is, 
two square feet of parking space for 
each square foot of retail floor space. 








Frank C. Wells 





Frank C. Wells is vice president of L. J]. Sheridan @ 
Co., Chicago, which is now handling five large 
shopping centers. His firm is one of the country’s 
largest office building managers and Mr. Wells 
was principally responsible for an unusual real 
estate development in Chicago, the conversion 


of one of the city’s major department store build- 


ings into an office building. 








This was soon extended to three to 
one, and now we are talking four to 
one. Actually, it seems that at peak 
hours there is never enough parking 
space in a really successful center, no 
matter how much has been provided. 
»> The location must be easily acces- 
sible by well traveled roads and high- 
ways. A location at the intersection 
of two four-lane major highways 
might be called “par for the course.” 


»> The shopping center must be in 
the midst of a well-populated and 
prosperous trading area. This area 
can extend for miles because a mile 
or two, more or less, does not mean 
much to a person riding in an auto- 
mobile, especially when there is as- 
surance of free parking at the destina- 
tion. 


»> While national chain stores lend 
stability and flavor, the independent 
or local merchant should not be ne- 
glected. The independents serve a 
definite purpose, because many people 
like to trade with them and they can 
help build over-all volume. It is my 
impression that a division of rentable 
area on the basis of 60 to 65 per cent 
for national chains and 35 to 40 per 
cent for independent merchants, 
strikes a good balance. 


»> Every center must have one and 
preferably two supermarkets, plus a 
variety store, drug stores, impulse 
merchandise shops, shoe stores, men’s 
and women’s ready-to-wear shops, 
service stores, a hardware store, candy 
store, etc. 


We lean to the idea that a depart- 
ment store, and two if possible, helps 
the entire center. However, in some in- 
stances a fully integrated department 
store might not be necessary, but 
could be supplanted with a junior 
department store of the J. C. Penney 
or W. T. Grant type. 


>> Assigning locations to the various 
types of stores in the shopping center 
calls for careful planning. In making 
the choice of a location for the super- 
market or supermarkets, for example, 
it must be remembered that these 
stores present extra “pressure” on the 
parking facilities and car movements, 
especially when they have a “pick up” 
station. 

The department store should have 
the greatest drawing power in the 
center with its large advertising and 
promotions. Therefore it should be 
so placed that satellite stores will re- 
ceive the benefit of the pedestrian 
traffic it generates. Other dominant 
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CAN YOU STAY AHEAD OF 
YOUR COMPETITORS? 

As the mortgage field becomes 
more stax:dardized, it is difficult 
to make your service distinctive. 
Your organization can offer the 
vital, competitive service of 
counseling only by thorough 
knowledge of your local real 
estate market. 

To stay ahead requires time- 
consuming collection of facts 
and analysis of these facts by ex- 
perienced personnel. A study of 
accepted methods will be pos- 
sible if you equip every mort- 
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stores should also be placed with this 
in mind. 

Our firm has developed a plan in 
the form of a “V”, with the depart- 
ment store at the apex of the “V” 
and a drug store and a supermart at 
either end. We feel that this design 
is exceptionally good.* 
>> A good 
popular prices, is a valuable asset to 
a shopping center, along with the 
customary snack shops. 


restaurant, serving at 


>> Leases should be negotiated on a 
basis that will permit the owner of 
the shopping center to obtain and 
maintain financing. This means that 
there must be sufficient minimum 
guaranteed rental income, from strong 
tenants, to support the mortgage debt. 
Insurance companies are exceedingly 
interested in financing shopping cen- 
when the lease terms are satis- 
factory 


>> There 


reference to 


ters 


are many formulas with 
the and mainte- 
nance of parking areas, snow removal, 


care 


and other operating problems. After 
a study of various plans, our firm, 


*The chain store, the part it plays and what 
is its fair rental, is a much-argued question now 
in the field of shopping centers. Philip Klutz- 
nick, speaking at MBA’s Chicago Convention on 
the subject, declared that he believed “landlords 
and potential landlords have over-estimated the 
importance of national chains to a point where 
they have created a sense of independence on the 
part of such chains, which will be destructive of 
the profit potentials of both the national chain 
and the shopping center operator. The national 


chain which seeks to take undue advantage of 
the over-supply of shopping center proposals is 
guilty of short-sightedness. The helter skelter of 


propositions which have placed the national chain 
n the position of driving down percentage levels, 
is beginning to have its reaction.”’ 


\t NAREB’s Cleveland Convention where Mr 
Wells spoke, A. T. Beckwith, Miami realtor, cau- 
tioned managers of the nation’s small shopping 
centers, those of approximately 50,000 square feet 
not to make the mistake of leasing 3 to W 
per cent of their space to food and drug store 
chains at unprofitable rentals 


He cited a specific case where two chain store 
tenants who occupy 40 per cent of a center's 
rentable space are paying a “below cost’’ rent, 
thus driving the rentals for the other tenants out 
of balance. The 50.000-square-foot center cost $10 
per square foot to build, plus $2 per square foot 
for land and adequate parking area 


The center would need 15 per cent of gross 
or $1.80 per square foot, in rent to make a 
reasonable profit on its investment. He compared 
this figure with the $1.25 per square foot cur- 
rently paid by a food chain store which rents 
12,000 square feet for 1 per cent of gross sales. 
On the basis of $1.5 million sales, the chain pays 
$15,000 annually, which breaks down to $1.25 per 
square foot 


\ drug chain in the same center leases 8,000 
square feet on a 4 per cent of gross sales basis 
With a $300,000 annual sales volume, the store 


pays $12,000 rent, or $1.50 per square foot 


The remaining 30.000 square feet must be 
rented for $63,000, or $2.34 per square foot, after 
allowance of a 10 per cent vacancy, in order to 
have the shopping center a profitable investment. 
The $2.34 average rate in many locations is more 
than can be obtained from small tenants, unless 
the spaces are exceptionally small, and in that 
instance, the tenants would not be substantial,” 
he said, 
the chains are paying too 
ercentage 
shopping 


‘Generally _—— 
low a rate and occupying too large a 
of the total square feet in such a smal 


center 


which is handling five shopping cen- 
ters in the Chicago metropolitan area, 
leans to a formula providing that 
each tenant pay his proportionate 
share of parking area upkeep, main- 
tenance, etc., on a non-profit basis. 
>> Unless a shopping center exceeds 
a rentable area of 300,000 square 
feet at the minimum, I believe the 
heating and air conditioning should 
be done on an individual store basis 
rather than by a central plant. 

Local water conditions may present 
an air conditioning problem. If the 
supply is low, owners and tenants 
might have to use evaporative con- 
this situation should be well 
of construc- 


densers 
determined in 
tion. 

>> The trend at the moment is to 
provide canopied walks and malls. 
I believe the time will come when it 
will be common to have the entire 
shopping center under one roof, giv- 
ing complete protection from the 


advance 


weather. 

>> We are quite partial to what we 
call “fish bowls.” By that we mean 
small shops of about 600 square feet, 
with glass from ground level to ceiling 
and heights of not more than nine 
feet. This is especially good for im- 
pulse shops, and has the additional 
advantage of providing a view through 
these shops to the parking lot and 
mall areas. 

It usually takes at least a year from 
completion for the average shopping 
center to “catch on,” and after that 
the volumes that sometimes develop 
are almost astronomical. We are go- 
ing to see more and larger shopping 
The and the 
growth of population, especially in 
suburban areas, have created the set- 


centers. automobile 


ATTENTION FHA 


ting for the shopping center. Whether 
too many will be built remains to be 
seen. Certainly it is possible to over- 
do it, but it is improbable that this 
will be done by anyone willing to take 
the time and trouble to survey every 
aspect of the situation before making 
a commitment. 


One of the nation’s most successful 
merchants, Joel Goldblatt, president 
of the Goldblatt Bros., Inc. chain of 
department stores in metropolitan 
Chicago, declared that there is room 
for at least a dozen Goldblatt stores 
in well-planned shopping centers in 
Chicago and surrounding communi- 
ties. 

A question uppermost in the minds 
of many is: “What will be the effect 
of shopping centers on downtown sec- 
tions of cities.” If what I have said 
up to now is reasonably accurate, 
shopping centers will not hurt the 
downtown stores, although it is con- 
ceivable that some of the long-estab- 
lished outlying or neighborhood retail 
districts may be adversely affected. 


Nothing can take the place of the 
huge downtown department store. 
Only there can the shopper get a 
complete range of merchandise and 
prices to choose from. The man or 
woman who is not completely satis- 
fied with the choice of goods in the 
shopping center knows that the down- 
town store can supply what is wanted. 

It has been proved that the down- 
town store with a shopping center 
branch profits not only from the 
branch but wins new customers for 
the main store. Department store op- 
erators are well aware of this, and 
they are highly receptive to oppor- 
tunities to establish such shopping 
center branches. 


APPROVED MORTGAGEES 


We have a constant market for FHA and GI Mortgages 


Construction funds and advance commitments 
available in approved areas 


INQUIRIES INVITED 


(Pioneers in offering Government Guaranteed Mortgages) 


J. A. MARKEL COMPANY INC. 


Mortgage Bankers 
Hanover 2-2592 


30 Broad Street 
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OW that both sound and fury of 
N the FHA scandals are beginning 
to fade out, the question should be 
asked: Can it happen again? 

It can. It can happen again, not 
because the clean-up hasn’t been radi- 
cal enough or because the new Hous- 
ing Act has too many loopholes. It 
can happen again because during the 
past twenty years FHA has become 
imbued with what I think is a basic 
misconception: It has been influenced 
by political thinking and has been 
run like a political instrument, and 
not, I’m afraid, like a business or- 
ganization. 


20-year $9,000 no down payment loan 
to a 25-year-old family head with two 
children and three years’ established 
earning capacity of limited amount) 
what percentage of them will go sour 
over the next twenty years?” If, in 
the opinion of the insurer, the rate of 
such potential trouble-loans exceeds 
a reasonable percentage such as three 
per cent, the insurer should refuse the 
application with the same firmness 
with which a life insurance agent 
turns down a man who suffers from 
coronary thrombosis. 

A private insurer takes this position 
because he cannot afford to do other- 


A Mortgage Man Takes a 


HELPFUL 


LOOK AT FHA 


By GEORGE W. WARNECKE 


This article by Mr. Warnecke, president of George W. Warnecke & Co., 
New York, presents suggestions which the writer believes would restore 


and maintain public confidence 


in a fine institution. But, as always, it 


is understood that opinions expressed in articles here are those of the 


writer and not of the Association. 


Mr. Warnecke has followed FHA 


developments from their inception when he was advisor to the Secretary 
of the Interior and sat in on some of the original meetings in which 
the concept of FHA insurance was worked out 


FHA ought to be run like a busi- 
ness organization. It is nothing but a 
giant insurance company with out- 
standing loan-“policies” of a face 
amount of $15 billion, thousands of 
lender-“policyholders” and $160,000,- 
000 taxpayer-“stockholders’’ with 
shares of roughly $100 each. 

If this would become the underly- 
ing principle of all FHA operations, 
then we would realize that, like an 
insurance company, FHA must begin 
thinking about risk more than about 


government policy. From such an 
approach it would follow that the 
test question on the insuring of each 
FHA loan would not be whether this 
will win or lose a vote but—: “If we 
approve all loans of this type (say, a 
wise. He would become involved in 
a gamble, not an underwriting op- 
eration. This gamble would be all 
the more serious in the case of the 
FHA because its stakes are so high 
and its commitments are so long- 
range. The former is evident from 
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the total amount of loans now insured 
and currently being insured by the 
FHA. The latter is obvious from the 
length of FHA-mortgage insurance 
terms (up to 30 years) which, unlike 
conventional insurance contracts, are 
not terminable by the insurer at will. 


Several other important conse- 
quences flow from a more business- 
like conception of FHA operations. 
Many of them are based on the op- 
erations of mortgage departments of 
institutional lenders which, while not 
relying on government guarantees to 
establish the soundness of their loans, 
do such a thorough job of screening 
and servicing their conventional port- 
folios that they become, for all prac- 
tical purposes, self-insurers. 

These are the basic steps involved 
in a reshaping of FHA operations 
along such lines: 
>> All appointments concerned with 
underwriting must be on the basis of 
merit and experience in mortgage un- 
derwriting rather than civil service 
seniority or political indebtedness. 
Also those appointed must be entirely 
insulated from any influences political. 

The counterparts of FHA in pri- 
vate business have learned from ex- 
perience that one cannot subordinate 
skill to “empire-building.” Just as an 
insurance company president cannot 
afford to put yes- 
men without expe- 
rience into key 
positions, the FHA 
cannot let patron- 
age or sentiment 
interfere with busi- 
ness efficiency. The 
best man for the 
job must be picked 
without regard to 
party lines or cur- 
rent government policies. His only 
significant qualification must be in- 
tegrity and a knowledge of building, 
mortgages and finance from long, 
first-hand experience. 





G. W. Warnecke 


>> All decisions in each step of the 
underwriting process must be made 
by men of the same caliber as those 
used by private lenders self-insuring 
conventional loans. 


Many appointments to FHA posi- 
tions seem to originate in the belief 
that a good real estate, stock or bond 
broker has a general idea of financial 
and real estate matters and will there- 
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able to “do all right” in his 
What is overlooked is that 
about as 


fore be 
new job 
mortgage underwriting is 
different from real 


or stock brokerage as the tasks of a 


estate brokerage 
patent attorney from those of a gen- 


eral practitioner. Insurance compa- 


nies and banks know this and, as a 
rule, use only trained and experienced 
mortgage brokers and correspondents 
to head up their mortgage lending 
operations 

>> The administrative 


operation should be patterned after 


side of the 


the mortgage departments of major 


conventional lenders or the proce- 
dures of leading mortgage investment 
services. 

Administrative discretion runs riot 
in the processing of FHA applica- 
tions. A loan that is rejected by one 
FHA man, may well be acceptable to 
The 


is routine. 


review of decisions, if 
any, There is nothing to 
make the official feel re- 
sponsible for the soundness of the loan 
he approves. Such a 
sponsibility is generated in our major 


another. 
individual 
feeling of re- 


financial institutions where the mort- 


gage officer knows that each of his 


recommendations will be scrutinized 
meticulously by the finance commit- 
tee. A similar committee composed 
of a number of experienced mortgage 
specialists from private business should 
be set up for each regional office of 
the FHA to review the decisions of 
FHA officials. 

Several other points, all equally im- 
portant, can be sketched here to indi- 
cate their general significance. 
>> The FHA portfolio should be 
constructed like that of a private 
lender (after all, its insurance respon- 
sibilities just duplicate the investment 
responsibilities of a private organiza- 
It should emphasize and ad- 
systematic 


tion 
here to a 
approach to areas, types and designs 


selective and 
of building. 

>> Higher insurance standards of 
general applicability, particularly with 
regard to off-color locations, over- 
board loans, poor design building, un- 
warranted rents and special purpose 
buildings, should be promulgated and 
enforced by a regional board of re- 
views. 


>> A constant audit of builder opera- 
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SERVICING $70,000,000 


of Detroit Mortgages on 
Well Built— Well Located Homes 


We have a background of I5 years’ experience 

. . a record of servicing some of the nation's 
leading banks, insurance companies and fra- 
. lowest delinquency 
rate among the five largest volume mortgage 
firms in Michigan who service loans for a com- 
mon principal . . . and we are in a position to 
serve your mortgage investment requirements 


from $10,000 to $1,000,000. 


of DETROIT 


1139 Penobscot Bidg., Detroit 26, Mich. 
Phone: WOodward 5-6770 
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tions should eliminate unreasonable 
profits infringing on the quality of 
FHA- insured loans. 

>> Through panel-appraisals, peri- 
odic inspections and owners’ credit 
checks, the pre-insurance investiga- 
tion and servicing side of FHA opera- 
tions ought to be strengthened. 

>> All defaults and foreclosures should 
be analyzed with respect to their 
avoidance on future loans of the same 
type. 

The time to review FHA functions, 
and initiate these needed reforms, is 
now, while the public is still awake 
to its very apparent deficiencies. If 
we are lax to our responsibilities and 
permit another series of windfalls, or 
perhaps worse condition, to occur, it 
may well become impossible to restore 
public confidence in this institution. 





S. L. HAMMERMAN ORG. 
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FARM LENDING AT YEAR END 
AND THE OUTLOOK FOR 1955 


HE outlook is for a further in- 

crease in farm mortgage debt and 
in the amount of mortgage interest 
paid by farmers in 1955. Interest 
rates on new farm mortgage loans 
are expected to average a little lower 
than in the first half of 1954. 

The supply of mortgage money is 
expected to be generally adequate 
with fairly sharp competition among 
lenders for loans in the better farming 
areas and for well-secured loans in all 
areas. 

Lenders wiil probably continue to 
be cautious in areas usually subject 
to drought and other weather haz- 
ards, and loans will probably be ad- 
justed to reflect acreage allotments. 

Farm mortgage debt totaled $7.7 
billion at the beginning of 1954. This 
was 7 per cent higher than a year 
earlier, and 61 per cent above the 
amount on January 1, 1946. During 
1954, the debt continued to increase, 
and by January 1, 1955, it will prob- 
ably amount to about $8.2 billion. As 
in recent years, the trend is continu- 
ing for a larger proportion of total 
farm mortgage debt to be held by 
life insurance companies and the Fed- 
eral land banks. The amount of in- 
terest paid on farm mortgage debt is 
expected to be approximately $380 
million in 1954; in 1955 it may be 
as muchas $405 million. 

The demand for farm mortgage 
credit continued strong in 1954. It is 
expected to continue strong in 1955, 
although many farmers are more re- 
luctant to increase their debts. The 
amount of mortgage credit used to 


The prospect is for a further increase in farm loans 
in 1955, according to the agricultural research service 
of the department of agriculture. Rates have softened, 


private lenders are competing for the best loans, money is 


in rather good supply and collections are not a problem. 


finance farm real estate purchases 
probably changed little in 1954. July 
1954 farm real estate values per acre 
averaged 4 per cent less than a year 
earlier, and the number of farm real 
estate transfers in 1954 is lower. But 
more farm real estate sales involve 
credit financing, and the resulting 
debt averages higher in relation to 
the sale price of the property. 

All or part of the proceeds of a 
substantial number of farm mortgage 
loans are being used to refinance ex- 
isting debts of farmers. Data from a 
sample of the last 100 loans closed 
by each of the 12 Federal land banks 
prior to June 15, 1954, showed that 
48 per cent of the loan proceeds were 
to be used to refinance real estate 
debt as compared to 44 per cent a 
year earlier. The proportion used to 
refinance non-real-estate debt was un- 
changed at 12 per cent, and the pro- 
portions used to buy real estate, make 
land and building improvements, and 
for other purposes were smaller. 

A substantial proportion of the 
proceeds of farm mortgage loans 
made by life companies are also used 
for refinancing purposes. Loan com- 
mitments for the second quarter of 
1954 for 13 life insurance companies 
active in farm mortgage lending 
showed the following percentage dis- 


tribution according to purpose: (1) 
Purchase of real estate, 31 per cent; 
2) refinancing of real estate mort- 
gages and sales contracts, 35 per cent; 
3) refinancing of non-real-estate 
debt, 17 per cent; (4) repairs and 
improvements for land and buildings, 
8 per cent; and (5) other purposes, 
9 per cent. 

Use of farm mortgage loans to re- 
finance non-real-estate debt generally 
appears to have leveled off this year 
although such loans still continue in 
fairly substantial volume. Some 
farmers have found that their non- 
real-estate debt was fairly heavy in 
view of reduced net incomes; they 
have shifted the debt to real estate 
mortgages to reduce their annual 
payments. In some cases, non-real- 
estate lenders such as banks and pro- 
duction credit associations have asked 
farmers to make these shifts. In 
others, lenders have asked for real 
estate mortgages as additional col- 
lateral. In the last two years many 
farmers have completed adjustment 
of their financing to a lower level of 
prices and incomes, and it may be 
that use of farm mortgage loans to 
refinance short-term debt will not in- 
crease in 1955. 

Farm mortgage money continued 
in good supply this year, and there 
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The Farm Lending Picture as Seen in the Charts 
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was some increase in competition 
among lenders for loans in the better 
farming areas and for unusually good 
loans in all areas. The total amount 
of mortgages recorded in the first 
half of 1954 was only 2 per cent less 
than in the first half of 1953, but 
there were considerable differences be- 
tween regions and between lenders. 
Factors that influence the amount of 
mortgages recorded were: (1) A re- 
duced volume of farm real estate 
sales which tend to lower the amount 
of mortgages recorded (particularly 
those by individual lenders), (2) 
lower farm incomes which make both 
lenders and borrowers more cautious, 
(3) refinancing of existing farm mort- 
gage debt and non-real-estate debt, 
which varies considerably between 
areas, and (4) varying practices of 
commercial banks in requiring real 
estate mortgages as additional collat- 
eral for carryover of operating loans. 


In the first half of this year, Fed- 
eral land banks had an increase of 7 
per cent over the first half of 1953 in 
amount of loans closed. Factors re- 
sponsible for this include interest rates 
which, in most land banks, were one- 
half of | per cent to 1 per cent lower 
than those of other lenders and devel- 
opment of increased interest in the 
land bank system through members 
of local national farm loan associa- 
tions. Federal land bank loans cannot 
exceed 65 per cent of the appraised 
“normal agricultural value” of a farm, 
and such values currently are sub- 
stantially below the sale price of farms. 
These loans, therefore, are on a con- 
servative level, but they are sufficient 
farmers who wish to re- 
finance 


for many 
finance indebtedness or to 
farm improvements. 

During the first half of 1954 the 
amount of farm mortgages recorded 
by insurance companies was 6 per cent 
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less than in the first half of 1953. 
However, insurance companies gen- 
erally were willing to make higher 
appraisals and larger loans than were 
the Federal land banks. Also, more 
of their loans were used to finance 
farm real estate purchases. On the 
other hand, a smaller proportion was 
used to finance farm improvements 
and purchases of machinery and live- 
stock. In the first half of 1954 insur- 
ance companies generally continued 
to charge interest rates which were 
usually one-half of 1 per cent higher 
than land bank rates in areas where 
land bank rates were 4 or 44 per 
cent. 

The 8 per cent increase in farm 
mortgage recordings of miscellaneous 
lenders reflects, in part, increased real 
estate lending by the Farmers Home 
Administration, which is included in 
the miscellaneous group. The total 
of direct FHA farm-ownership loans 








and direct farm-housing loans out- 
standing on June 30, 1954, was $273 
million, which compares with $268 
million at the beginning of 1954 and 
$259 million on June 30, 1953. 

Interest rates on farm mortgages 
began to soften about mid-1954. This 
decrease reflected the earlier reduc- 
tion in interest yields on government 
and corporate securities. Several life 
companies reduced their minimum in- 
terest rates on new farm mortgage 
loans by one-half of 1 per cent. It is 
expected that other companies will 
follow if interest yields on govern- 
ment and corporate securities do not 
increase. In addition, some compa- 
nies have raised per acre loan limits 
in the better farming areas. So far, 
reductions in interest rates by life in- 
surance companies apparently have 
been generally limited to the better 
farming areas where the competition 
of lenders is greater, such as the 
North Central States and the Pacific 
Coast, and to particularly desirable 
loans in other areas. 

Mortgage interest rates charged by 
commercial banks are largely un- 
changed from last year and no mate- 
rial change is expected next year. 
The cost of new direct farm-owner- 
ship loans of the Farmers Home Ad- 
ministration was raised from 4 to 
442 per cent in September 1954. In- 
terest rates on mortgage loans of Fed- 
eral land banks are unchanged from 
last year. The Columbia, S. C. land 
bank charges 5 per cent, the Spring- 
field, Mass., and Baltimore, Md. land 
banks use 4% per cent rates. Other 
land banks charge 4 per cent. 

Principal repayments on farm 
mortgages (excluding repayments 
through refinancing) are apparently 
at a somewhat slower rate so far this 


year than they were in 1953. Lenders, 
however, report that delinquencies 
generally are not a problem and that 
farmers usually are meeting scheduled 
interest and principal payments on 
time. Reports from 16 life insurance 
companies holding 169,000 farm 
mortgages on June 30, 1954, showed 
only 700 mortgages with interest 
overdue 3 months or more on that 
date and only 100 other farm mort- 
gages in process of foreclosure. Total 
delinquent and extended loans on 
June 30, 1954, in 10 Federal land 
bank districts (excluding the Houston 
and Springfield districts where delin- 
quent installments are usually paid 
or the obligation therefor assumed by 
local national farm loan associations ) 
were 4.8 per cent of the total. This 
compares with 4.6 per cent on June 
30, 1953. 

While mortgage payments are gen- 
erally handled satisfactorily from the 
viewpoint of lenders, there seems little 
doubt that in many cases farmers are 
finding scheduled payments burden- 
some. This is particularly true in 
areas where drought has combined 
with lower prices to reduce farm in- 
come. Younger farmers, who fre- 
quently have smaller equities in their 
real estate, larger mortgages, and 
large amounts of non-real-estate debt, 
are more likely to be in difficulty. 

No unusual collection pressure on 
the part of lenders is reported, and 
delinquent loans are handled on an 
individual basis. Lenders usually at- 
tempt to have the farmer pay inter- 
est, taxes, and insurance on mort- 
gaged buildings, but they are said to 
be willing to extend or defer princi- 
pal payments in individual cases 
when this appears to be necessary or 
desirable. 


STATEMENT REQUIRED BY THE ACT 
OF AUGUST 24, 1912, AS AMENDED BY 
THE ACTS OF MARCH 3, 1933, AND JULY 
2, 1946, (Title 39, United States Code, Section 
233) SHOWING THE OWNERSHIP, MAN- 
AGEMENT, AND CIRCULATION OF Tue 
Morrtoace Banker, published monthly at Chicago, 
Ill., for Oct. 1, 1954. 


1. The names and addresses of the publisher, 
editor, managing editor, and business managers 
are: Publisher, Mortgage Bankers Association of 
America, 111 W. Washington St., Chicago 2, 
Iil.; Editor, George H. Knott, 111 W. Washing- 
ton St., Chicago 2, Ill. Managing Editor, None; 
and Business Manager, None. 


2. The owner is: (If owned by a corporation, 
its name and address must be stated and also 
immediately thereunder the names and addresses 
of stockholders owning or holding 1 per cent or 
more of total amount of stock. If not owned by 
a corporation, the names and addresses of the 
individual owners must be given. If owned by 
a partnership or other unincorporated firm, its 
name and address, as well as that of each 
individual member, must be given.) Mortgage 
Bankers Association of America, an Association 
not for profit, 111 W. Washington St., Chicago 
2, Illinois; Wallace Moir, President, 111 W. 
Washington St., Chicago 2, IIlinois; Lindell 
Peterson, Vice President, 111 W. Washington St., 
Chicago 2, Illinois; George H. Patterson, Sec- 
retary-Treasurer, 111 W. Washington St., Chi- 
cago 2, Illinois; Frank J. McCabe, Jr., Assistant 
Secretary and Assistant Treasurer, 111 W. Wash- 
ington St., Chicago 2. Illinois. 


3. The known bondholders, mortgagees, and 
other security holders owning or holding 1 per 
cent or more of total amount of bonds, mort- 
gages, or other securities are: (If there are none, 
so state.) None. 

4. Paragraphs 2 and 3 include, in cases where 
the stockholder or security holder appears upon 
the books of the company as trustee or in any 
other fiduciary relation, the name of the person 
or corporation for whom such trustee is acting; 
also the statements in the two paragraphs show 
the affiant’s full knowledge and belief as to the 
circumstances and conditions under which stock- 
holders and security holders who do not appear 
upon the books of the company as trustees, hold 
stock and securities in a capacity other than that 
of a bona fide owner. 


5. The average number of copies of each issue 
of this publication sold or distributed, through 
the mails or otherwise, to paid subscribers during 
the 12 months preceding the date shown above 
was: (This information is required from daily, 
weekly, semiweekly, and triweekly newspapers 
only.) 

Georce_ H. Knorr 
stor 


Sworn to and subscribed before me this 15th 
day of September, 1954. 


Henry G. Wallenius, Notary Public 
(My commission expires October 18, 1957.) 





ATTENTION SOUTHERN 
MORTGAGE BANKERS 


We will buy your Business 
and Accounts and/or 


Servicing 
CASH OR TERMS 


Reply in confidence to Box 313, 
c/o Mortgage Bankers Associ- 
ation of America, 111 West 
Washington St., Chicago 2, Ill. 








Credit Reports on Borrowers... 
... for Loan Agents and for Purchasers 


You get Availability Anywhere, Dependability, Uniformity 
Convenience, Economy through the nationwide 
standardized reporting service of 


RETAIL CREDIT COMPANY 


Home Office: P.O. Box 1723, Atlanta 1, Georgia, U.S.A. 
Offices in Principal Cities of United States, Canada, Cuba, Mexico 


Established 1899 
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Keport to the Members 


1. PROTECT YOUR INSURANCE BUSINESS 


To see how important the general insurance business is to you, subtract the income 
- from this activity from your 1953 statements and note the result. Certain segments 
of the insurance business are unwisely attacking mortgage lenders, thereby causing 

| { a breach where there should be unity. The big job is to save all insurance from 


State socialism. 





From my observation over a period of more than 25 years, mortgage bankers handle the insurance of their 
clients as wisely, as economically, and as safely as any other segment of the business. It is therefore in the 
public interest that mortgage bankers write insurance. A repugnant name has been applied, the use of which 
discredits the insurance activities of mortgage bankers and other lenders. That word is “coercion.” Actually 
it can be and often is a misleading term used to influence legislation to prevent people from making a valid 
contract they may wish to make. In the past, contracts usually have been prohibited because they were not 
in the public interest. Contracts freely entered into instructing mortgage bankers to write insurance are not 
in opposition to the public interest. 

Give some thought and take appropriate action to protect your insurance business. IT IS IN THE PUBLIC 
INTEREST TO HAVE MORTGAGE BANKERS WRITE INSURANCE. 


2. RESERVE FOR PREPAID INCOME 
Your Board has been interested in securing a ruling, probably under Section 452 of the 1954 Internal 
Revenue Code, to permit mortgage bankers to set up a reserve for prepaid servicing income. It is felt 
that mortgage banking firms are entitled to report service income on a level (equal) annual basis over the 
life of the loan. This is based on the fact that there is almost no difference between the operating cost from 
the first year to the last year of a loan, and yet the income from servicing will vary downward to about 
t per cent of original income. To those who might wish to report income on this basis, the excess of the 
amount received in the early years of a loan, over the level income for the life of the loan, would be credited 
to a reserve account. This amount would not be subject to Federal Income Tax in the event of a favorable 
ruling. Counsel Neel in Washington and others have taken steps which appear proper to obtain such a ruling. 
A progress report will be made to you from time to time. 
3. OPPORTUNITY FOR COMMERCIAL BANKERS? 
Have commercial bankers a greater opportunity in the field of mortgage lending than presently seen? Most 
banks operate a commercial and a savings department within the same institution. The savings department 
is the investor in mortgages. The commercial department is invariably the larger of the two departments. 
The top bank executives run both departments and are usually men trained predominantly in commercial 
banking. It is natural that policies and practices work in favor of the commercial department. The result: 
1) Savings departments have not been too aggressive in obtaining deposits; (2) Other savings institutions 
have strenuously sought investment money which banks might have had; (3) This loss of savings deposits to 
banks may have been substantial. 
If an opportunity exists for bankers in this savings-mortgage investment area through larger savings deposits, 
how can bankers interested in the savings department more fully awaken top management to this opportunity ? 
Bankers themselves will certainly find an answer if there actually is an unseen greater opportunity in this 


important field of finance. 


CloC ae 


WaLiace Moir President 
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MBA Directory 
FOR SERVICE TO MEMBERS 
OFFICERS 





President 
Wa ace Mor, President, Wallace Moir Company, 
130 El Camino, Beverly Hills, California. 


Vice President 

LINDELL PETERSON, President, Chicago Mortgage 

Investment Company, 209 South La Salle Street, 

Chicago. 

Secretary-T reasure? 

Georce H. Patrerson, Mortgage Bankers Associa- 

tion of America, 111 West Washington Street, Chicago. 

Assistant Secretary-T reasurer 

FRANK J. McCase, Jr., Mortgage Bankers Associa- 

tion of America, 111 West Washington Street, Chicago. 
vWv 

Director, Department of Accounting and Servicing 

W. James Metz, Mortgage Bankers Association of 

America, 111 West Washington Street, Chicago. 

Assistant Director, Department of Accounting and 

Servicing 

Epwarp J. DeYounc, Mortgage Bankers Association 

of America, 111 West Washington Street, Chicago. 

General Counsel 

SamuE.L E. Neer, Mortgage Bankers Association of 

America, 1001—15th Street, N.W., Washington, D. C. 
vWv 


COMMITTEE CHAIRMEN 


These are the chairmen of the various MBA Committees 
for 1955. A member who has a query or suggestion regard- 
ing any Association activity covered by these committees 
may write direct to the chairman or, if he prefers, to an 
MBA officer. The full list of committees with vice chairmen 
and all members are shown in the 1955 MBA Manual. 
Executive 

LinpELL Peterson, President, Chicago Mortgage 
Investment Company, 209 South La Salle Street, 
Chicago. 

Clinic 

Joun F. Austin, Jr., President, T. J. Bettes Com- 
pany, 616 Fannin Street, Houston. 

Conventional Loan 

Lon Wortu Crow, Jr., Executive Vice President, 
Lon Worth Crow Company, 55 S.W. 8th Street, 
Miami. 

Educational 

Wakter C. Netson, President, Eberhardt Company, 
207 South 6th Street, Minneapolis. 


Farm Loan 

A. L. Bart.etr, Jr., Vice President, Bartlett Mort- 
gage Company, 815 Felix Street, St. Joseph, Missouri. 
FHA 

FRANKLIN D. RicHarps, President, Franklin D. Rich- 
ards and Associates, Inc., 712 Washington Building, 
15th and New York Ave., N.W., Washington, D. C. 


Finance 
Tuomas E. Lovejoy, Jr., President, The Manhattan 
Life Insurance Company, 120 W. 57th St., New York. 


Financing Minority Housing 

James W. Rouse, President, James W. Rouse & 
Company, Inc., 14 West Saratoga Street, Baltimore. 
Gl 

B. B. Bass, First Vice President, American Mort- 
gage & Investment Company, 101 First National 
Building, Oklahoma City. 


Insurance 
Greorce H. DovENMUEHLE, President, Dovenmuehle, 
Inc., 135 South La Salle Street, Chicago. 


Legislative 
J. W. Jones, Jones-West Mortgage Company, Rio 
Grande National Building, Dallas. 


Membership 

R. C. Larson, Executive Vice President, C. A. Lar- 
son Investment Company, 348 North Camden Drive, 
Beverly Hills, California. 


Membership Qualifications 
E. R. Hatrey, President, General Mortgage Cor- 
poration of Iowa, 1021 Fleming Building, Des Moines. 


Mortgage Servicing 
Frep K. Corpes, Assistant Vice President, The Bow- 
ery Savings Bank, 210 West 34th Street, New York. 


Pension Fund 
Ropert E. Goupssy, President, Jersey Mortgage 
Company, 280 N. Broad St., Elizabeth, New Jersey. 


Redevelopment, Conservation and 
Rehabilitation 

Ferp Kramer, President, Draper and Kramer, Inc., 
33 West Washington Street, Chicago. 


Publicity 

LINDELL PETERSON, President, Chicago Mortgage 
Investment Company, 209 South La Salle Street, 
Chicago. 

Research 

Rosert H. Pease, President, Detroit Mortgage and 
Realty Company, 333 West Fort Street, Detroit. 


Resolutions 

Brown L. WHat ey, President, Stockton, Whatley, 
Davin & Company, Corner Bay and Laura Streets, 
Jacksonville. 

Trust Fund 

FRANKLIN Brigse, Vice President and Treasurer, 
The Minnesota Mutual Life Insurance Company, 
156 East Sixth Street, St. Paul, Minnesota. 

Young Men’s Activities 

WiiuraM H. Oster, Assistant Vice President, W. A. 
Clarke Mortgage Co., Second and Locust Streets, 
Harrisburg, Pennsylvania. 


GOVERNORS, REGIONAL VICE PRESIDENTS, 


ASSOCIATE GOVERNORS AND PAST PRESIDENTS 
SHOWN PAGE 1 
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VITAL STATISTICS || 


— Piprcenpapsaoniy the season of the year, mortgage finance and building have rarely if ever 
seen a better time. The number of new privately financed houses started in October [4] 
reached a seasonally adjusted annual rate of 1,233,000, the highest rate for any month since 
January 1951. The dollar volume of residential building during October [3] held to September’s 
record level and was more than 20 per cent higher than in October a year ago. Construction 
| activity as a whole zoomed on to produce the biggest year in building history. 


This huge volume of new construction is being accompanied by a corresponding expansion 
of mortgage credit. Recordings of nonfarm mortgages in September [5] reached an all-time high 
for any month in this or any other year. 


Mortgage acquisitions by life insurance companies in September [6] surpassed August and 
reached the extraordinary level of about $460 million or nearly 60 per cent more than in Septem- 
| ber 1953. For the first nine months of the year, insurance company nonfarm acquisitions stood 
nearly 18 per cent above last year’s total for the same period. All types of mortgages shared in 
the yearly advance except FHAs and farm loans. Currently, however, both these laggards show 
a tendency at least to hold to a level close to the same month of a year ago. 


Both FHA applications and VA appraisal requests for new building [7] had a seasonal drop 
from September to October, although both remained well above the performance of a year ago. 
This activity was almost wholly in structures of 4 family units or less and predominantly single- 
family dwellings. Applications for FHA project mortgages, while up from September, were only 
a sixth of the number in October 1953. 


The tone of general business begins to show definite improvement. Industrial production in 
October [1] was slightly above that of the month before, suggesting an end has come to the 
long side-wise movement. Department store sales were up and pointing toward an active year-end. 
Wholesale prices were firm. Unemployment was down. Disposable personal income for the third 
quarter year was at an unprecedented annual rate of $253 billion. A hesitant year could hardly 








close under more confident auspices. 


(1). General Business Indexes 








1947-49= 100) 
1954— —1953— First 10 Month.s 
Oct. Sept. Oct. Sept. 1954" 1953 
Industrial production* ‘Kesos . ae 124 132 133 124 135 
Wholesale prices ........... .. 106.P 110.0 110.2 111.0 110.4 110.1 
Department store sales*........ 112° 108” 110 107 110 112 
Sources: Federal Reserve Board, U. S. Department of Labor. “Estimated. »Preliminary. 
*Seasonally adjusted. 
(2). Bond Yields 
1954— —1953— First 10 Months 
Oct. Sept. Oct. Sept. 1954 1953 
Long-term U. S. governments: 
3% 9% issue of May, 1953, 
eee PES 2G ales bus 2.65 2.64 3.06 3.19 2.71 
Other long-term issues 2.52 2.51 2.83 2.97 2.53 2.95 
High-grade municipals 
Standard & Poor’s)...... 2.32 2 2.72 2.88 2.39 2.74 
Moody’s corporates, total 3.13 3.13 3.45 3.54 3.17 3.44 
Moody’s Aaa corporates........ 2.87 3.16 3.29 2.90 3.22 


Source: Federal Reserve Board. 


||| 
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(S| for the Mortgage Banker 


(3). Expenditures for New Construction Put in Place 


—1954— —1953— First 10 Months 

Oct.” Sept. Oct. Sept. 1954” 1953 
NN ee i ia we eens os) Oe $2,437 $2,154 $2,200 $21,107 $19,883 
Residential (nonfarm) ..... 1,306 1,306 1,076 1,093 10,879 9,945 
Nonresidential building ..... 542 551 511 505 5,105 4,650 
EE di widowers epee 410 415 417 422 3,665 3,676 
Farm and other ......... a 138 165 150 180 1,458 1,612 
eer MT SAID yt 1,104 1,172 1,082 1,162 9,722 9,637 
| a eee $3,609 $3,236 $3,362 $30,829 $29,520 


Source: U. S. Departments of Commerce and Labor. Preliminary. 
(4). Number of Nonfarm Housing Units Started 


—1954— —1953— First 10 Months 

Oct.” Sept.” Oct. Sept. 1954 1953 
Private .. pad Salar alli aa ts pt 90,100 92,100 999,100 923,900 
Pues ... , + 200 2,100 0 3,000 17,400 32,600 
RE Py .... 106,000 114,000 90,100 95,100 1,016,500 956,500 


Source: U. S. Department of Labor. Preliminary; figures are revised three months after issuance. 


(5). Recordings of Nonfarm Mortgages of $20,000 or Less 


(millions of dollars) 


—1954— —1953— First 9 Months 

Sept. Aug. Sept. Aug. 1954 1953 

Savings and loan associations... $ 766 $ 770 $ 654 $ 671 $ 6,006 $ 5,574 
Commercial banks ....... 383 369 315 310 3,027 2,779 
Insurance companies ...... 164 166 125 122 1,221 1,117 
Mutual savings banks.......... 141 138 123 111 1,056 963 
Mortgage companies and others 668 643 512 495 5,094 4,398 
MES. cae nendaces whens $2,122 $2,086 $1,729 $1,709 $16,404 $14,831 


Source: Home Loan Bank Board. 


(6). Mortgage Acquisitions by Life Insurance Companies 
(millions of dollars) 





—1954— —1953— First 9 Months 

Sept. Aug. Sept. Aug. 1954 1953 

Nonfarm . ott d cual ance ea ete $459 $435 $289 $279 $3,349 $2,849 
ee es 53 53 57 62 475 633 
156 133 40 32 838 278 
NE accuracies - 250 249 192 185 2,036 1,938 
hc wes «inna aees 25 29 24 26 312 318 
5 EE eT ee $484 $464 $313 $305 $3,661 $3,167 


Source: Institute of Life Insurance. Data include nonresidential as well as residential mortgages. 


(7). Applications to FHA for Insurance on New Construction, and 
Appraisal Requests to VA on New Construction 
(number of units) 





—1954— —1953— First 10 Months 

Oct. Sept. Oct. Sept. 1954 1953 
FHA applications ............. 30,075 34,895" 21,950 18,041 330,005 285,531 
Units in home mortgages... . . 29,325 34,83 1° 17,621 16,069 287,402 226,934 
Units in project mortgages. . . . 750 64 4,329 1,972 42,603 58,597 
VA appraisal requests.......... 45,572 51,265 19,270 17,768 443,432 209,869 
Sources: Federal Housing Administration, Veterans Administration. "Revised. 
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The MBA Trust Fund | 


N CHARTING the future of this 
| country, our planning will have to 
a larger scale and our vision 
broader in scope than ever before 
because growth is more a factor with 


be on 


us now than ever 
in the past. The 
nation is growing 
at a faster, more 
accelerated 
than in any pre- 
vious generation. 


pace 


In some areas of 
growth occasioned 





by wartime neces- 
sity, such as steel- 
producing capac- 
ity, it is generally agreed now that the 
nation can all—although 
only a few years ago skeptics shook 
their heads and wondered how it 
could ever be done once the emer- 
gency had passed. In almost every 
area of enterprise, the nation is grow- 
ing up, bigger than few would have 


Frank J. McCabe, Jr. 


absorb it 


predicted a generation ago: 


>> Homes—as they have for the past 
five years—are being built at a rate of 
more than a million a year and this 
production should continue because 
the market for these homes exists. 
>> Our population is increasing 
faster than the experts had figured it 
would. More than million are 
born annually. Since 1940, Americans 
have increased from 130 million to 
163 million and by 1960 we should 
be 170 million. 

>> In every form of wealth, in every 
standard of living, indeed in every 
part of the American way of life, 
there has been rapid and permanent 
growth and improvement; and by 
every measuring stick of today, the 
trend should continue that way. 


3/4 


Thus, the bright future we see on 
the horizon means new responsibilities, 
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new challenges, new work to accom- 
plish—and probably in no other field 
of endeavor is that more true than 
in mortgage lending. The mortgage 
banker’s role in the private enterprise 
mechanism has assumed far more 
importance, and the measure on that 
increased importance is reflected in 
the growth of outstanding mortgages, 
from $70 billion in 1949 to around 
$110 billion by the end of this year. 


Mortgage lending will be a con- 
siderably more influential factor in 
the economy than it ever was in the 
past. And the challenge in that state- 
ment is that mortgage bankers must 
have the experience, the personnel 
and the training to meet the demands 
which they will encounter. 


Mortgage lending today, in fact, 
is a quite different operation than it 
was two decades ago. The successful 
lender can’t very well limit his per- 
spective to single-family houses—he 
must know what there is to know 
about apartment projects, industrial 
loans, shopping centers and many 
other types of financing as well. He 
has to know more than he ever did 
before. And that means more educa- 
tion for everyone in the business. 

MBA’s educational record in and 
for the mortgage industry has been an 
achievement of the highest order. But 
even greater accomplishments chal- 
lenge our efforts. We need to go 
farther than we have in developing 
better-equipped personnel for our 
industry, we must do more to make 
our industry an inviting one for the 
upcoming generations. An almost un- 
touched field is our great universities 
and colleges, the faculties of which 
are not as familiar with the oppor- 
tunities which exist in mortgage lend- 
ing as they should be. 


The accomplishment of many of 


1954 


these objectives is the work of MBA’s 
Research and Educational Trust Fund. 
Its aim is to encourage and assist 
in the establishment of high educa- 
tional standards and in the prepara- 
tion of courses in the educational 
institutions for training students seek- 
ing careers in mortgage banking and 
to grant scholarships to worthy stu- 
dents studying for such careers. The 
Fund is adding colleges and universi- 
ties to the mailing lists of MBA publi- 
cations to acquaint their faculties with 
our operations and problems. The 
Fund has completed the first year 
of its organization which was devoted 
mainly to organizational problems. 

The Trust Committee has outlined 
a program to follow in 1955. It came 
from a meeting with a group of deans 
and professional educators in Chicago 
on June 12. Although the educators 
invited to attend this meeting were 
men of great ability and long educa- 
tional experience in important Mid- 
western universities, it was surprising 
how little they knew of mortgage 
banking and the important part it 
is playing in today’s economy. We 
discovered that we must begin at the 
fountain head and direct our atten- 
tions toward educating the educator 
and in this way generate enthusiasm 
for establishing courses at the graduate 
level. 

As a result, during the period June 
19 to 21, the Committee will sponsor 
a Seminar for Educators. Prominent 
instructors from Midwestern universi- 
ties will be invited to attend a three- 
day meeting at the University of 
Michigan to learn about mortgage 
banking. The subjects to be covered 
are: 

Mortgage Investment Policies and 
Practices of Institutional Investors 
(life insurance companies, commercial 
banks, mutual savings banks). 


in Education 


Work in progress and projects planned 
for 1955 by the MBA Trust Committee 


Financing Residential Properties 
existing homes, small builders, pro- 
ject builders) . 

Planning, Leasing and Financing 
Shopping Centers. 


Mortgage Loans Conventional 
and FHA. 
The Mortgage Banking Business 


(purpose, salaries, educational require- 
ments). 

New Trends in Real Estate Finance 
(industrial, small communities, urban 
renewal) . 

An Economic Analysis Showing the 
Future of Mortgage Banking. 

Mortgage Banking and the Wash- 
ington Outlook. 













A Permanent Binder 


. . . to keep your 
MBA services for 
ready reference 





You can secure this conven- 
ient, imitation leather, loose 
leaf binder to keep all the 
services you receive from 
the MBA Chicago and Wash- 
ington offices (except The 
Mortgage Banker) for quick 
handy reference. With your 
firm name printed in gold 
letters the charge is only 


$5 
Order from 
Mortgage Bankers 


Association of America 
111 West Washington Street 


icago, Illinois 

















Liaison will be made with leading 
colleges and universities to acquaint 
students with high scholastic ratings 
with the opportunities existing in 
mortgage banking for a successful life- 
time career. Within the next few weeks, 
an announcement will be made to the 
general membership of two such stu- 
dents who will graduate with honors 
from Northwestern University. 

In order to be successful in this 
program, the Trust Committee must 
have financial assistance. Gifts have 
been received from two prominent 
mortgage bankers.. This might be an 
appropriate time for MBA members 
to consider contributions to the Trust 
Fund have been 


since assurances 


By FRANK J. McCABE, JR. 


Assistant Secretary and Treasurer 


received that any such contributions 
will be deductible for income tax 
purposes. 

Members of the Trust Committee 
include Franklin Briese, chairman, St. 
Paul; Mrs. Ruth Bettes, vice chair- 
man, Houston; and Richard A. Booth, 
Springfield, Massachusetts, William A. 
Clarke, Philadelphia, Peter V. Cloke 
and Lawrence G. Gillam, New York, 
Wallace Moir, Beverly Hills, Cali- 
fornia, Aksel Nielsen, Denver, Robert 
H. Pease, Detroit, and Byron T. Shutz, 
Kansas City, Missouri. 











USE MBA SYMBOLS ON PRINTED MATERIAL 


Hundreds of MBA member firms use the Association’s symbol on 
their letterheads, advertising literature, various forms and other 
printed material. It identifies them as members of the only national 
organization of mortgage lenders and_ investors. 
come in four sizes of electrotypes mounted 
on wood ready to use. Cost: $2 each for 
No. 3 and 4; $3 each for No. 1 and 2. Order 


by number from the headquarters office. 





These symbols 
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COMMITTEE OF 


MBA AT WORK 





EANS of speeding up processing 
l time. Slow processing time— 


more than eight weeks in some cases 

was a major problem in most parts 
of the country. The Committee rec- 
ognized that this was principally be- 
the sudden increase 
in applications in all VA offices, but 
it was felt that the situation could be 
The following 


cause of large 


materially improved. 
information and suggestions were de- 


veloped by the Committee: 
a. Prevent delays be- 


of incomplete and inaccurate 


unnecessar) 
cause 
preparation of requests for appraisals 
and loan applica- 
tions. A large per- 
of the 
key per- 
VA of- 
fices is being used 
to take 


centage 
time of 
sonnel in 


aie 


care of 
omissions, errors, 


changes and waiv- 





ers, in connection 
with both loan 
applications and 


B. B. Bass 


It was reported that in 
much 50 per 
cent of the time of several key em- 


appraisals. 
sOme cases as as 
ployees in the “processing chain” of 
VA regional offices was used on these 
It was the opinion of the 
Committee that the quickest, best, 


and cheapest way for lenders and 


matters. 


builders to speed up processing in 
VA offices is to stop making errors, 
omissions, and changes. It was sug- 
that MBA 
cities with Regional VA offices desig- 
nate a VA Committee (if they do not 


to work with a VA 


gested local groups in 


have one) 


now 
Committee from the local home 
builders organization and the VA 


Loan Guaranty office to work out a 
A joint “school” 
for personnel from all interested or- 
(lenders, home _ builders, 
might be 


satisfactory solution. 


ganizations 
home plan services, etc.) 


the answer. Development of check 
lists and a plan to impress the im- 
portance of this matter on all in- 
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VA 


terested parties through organization 
bulletins or special letters would be 
another solution. While some of these 
items might appear small to builders 
and lenders, they add up to a tre- 
mendous unnecessary on 
VA personnel which not only delays 
each loan or appraisal directly af- 
fected, but all of those coming be- 
hind them. 

b. Telephone processing of ap- 
praisals on existing houses under 
contract to sell to veterans. T. B. 
King advised that he had authorized 
regional offices to set up a fast sys- 
tem of handling appraisals on exist- 
ing houses which were under contract 
for sale to a veteran. Under this sys- 
tem, the lender phones a person desig- 
nated in the Regional VA office, giv- 
ing the salient factors of the request 
for the appraisal. VA salaried em- 
ployees telephone appraisers to the 
extent necessary to find one who will 
give 48-hour service. The appraiser 
makes his appraisal within 48 hours 
and gives the details to the VA office 
by phone. VA personnel promptly 
checks the appraisal, then gives perti- 
nent information on it to the lender, 
also by phone. The seller then knows 
that he has a sale and formal proc- 
essing of the loan application can be 
started. Under this procedure the VA 
contemplates the amount of the ap- 
praisal can be furnished the veteran 
the lender within four or five 


work load 


and 
days. 

VA regional offices are authorized 
but not required to use this proce- 
dure. MBA’s GI Committee, there- 
fore, suggests that if you are ex- 
periencing considerable delay in 
obtaining appraisals in such cases, you 
have your local MBA GI Committee 
contact your VA regional office and 
urge authorization of this procedure. 

c. Processing VA applications with- 
out waiting for VA appraisals. Mr. 
King reported that VA offices are 
authorized to process VA applications 
simultaneously with requests for ap- 


1954 


Problems / 


praisals. This is not being done in 
many areas. Numerous were 
called to the attention of the Com- 
mittee where considerable delay was 
experienced and unnecessary paper 
work required because all loan ap- 
plications had to be accompanied by 
a CRV. It was necessary to request 
the CRV, receive it frem the VA, 
then return it with the loan applica- 
tion to the VA. The GI Committee 
suggests the same solution as above, 
that is, have your local MBA GI 
Committee contact the VA regional 
office with the view of obtaining ap- 
proval of a procedure whereby the 
VA application can be processed si- 
multaneously with the request for the 
appraisal. 


cases 


d. Starting construction while VA 
appraisal request is being processed. 
VA offices may authorize, in some 
cases, starting construction with VA 
inspections prior to receipt of the 
Certificate of RV. Contact your re- 
gional VA offices for their policy in 
this matter, if it is a problem in your 
area. 


»> Need for a complete new set of 
VA regulations. A committee mem- 
ber said we badly need a completely 
new reissue of all VA _ regulations, 
authoritative decisions and interpre- 
tations. Most members agreed. Mr. 
Neel pointed out in this regard that 
this has not been done since the law 
was first passed in 1944, ten years 
ago. Mr. King advised the Commit- 
tee that considerable work had been 
done on a simplified procedure in 
handbook form about one or two 
years ago, but that it had not been 
completed because his people decided 
it would not be worth the work in- 
volved. He said, however, that the 
work which had been done could be 
“picked up” and that he would be 
happy to entertain a definite sugges- 
tion on what form would be par- 
ticularly useful to us. A Committee 
composed of Francis C. Little, Chair- 


rhe big problems of the past, such 
as the under-market interest rate, are 
no more. One of the bright spots in 
the mortgage picture is the VA loan 
program. The agency is swamped 
with applications and its problem is 
keeping up with the demands placed 
upon it. Weeks prior to the meeting 
of the MBA GI Committee in Chi- 
cago, members were requested to 
bring any problems and suggestions 
that the Committee might explore. 

Significantly, no problems were pre- 
sented involving dissatisfaction on the 
part of any investor, and those which 
were discussed were of a temporary 
and relatively minor nature. 

This is a report of the GI Com- 


s Are Little Problems 


A Report of MBA’s GI Committee by 


mittee proceedings by its Chairman. 
Twenty-two members attended along 
with Samuel E. Neel, MBA general 
counsel, T. B. King, Assistant Deputy 
Administrator of the VA, MBA Presi- 
dent Wallace Moir and MBA Vice 
President Lindell Peterson. The Com- 
mittee expressed its indebtedness to 
Mr. King and Mr. Neel for their as- 
sistance and the Chairman renewed 
his invitation to every Association 
member to send it suggestions. 

The next meeting will be in Chi- 
cago February 24-25 during the Mid- 
western Mortgage Conference. Those 
who attended the meeting which 
Chairman Bass describes in detail here 
included Richard G. Holladay, vice 


B. B. BASS, Chairman 


chairman, Memphis; C. A. Bacon, 
Denver; T. H. Blaylock, Shreveport; 
Vaughn J. Cook, Beverly Hills; Rob- 
ert J. Drye, Houston; William C. 
Friman, Tulsa; Ames L. Gill, San 
Antonio; Ralph H. Grove, St. Paul; 
Thomas K. Hartzler, Jr., Columbus, 
Ohio; Harry Held, New York; Paul 
M. Jones, Kansas City; H. H. Juer- 
gens, Cleveland; Francis C. Little, 
Washington, D. C.; Benjamin Mitler, 
Racine; W. L. Randol, Miami: R. L. 
Sample, St. Petersburg; W. Herbert 
Speir, Jacksonville; Frederick C. Sto- 
baeus, Newark; Robert A. Taggart, 
Detroit; Edward J. Thomas, Phila- 
delphia, and Leslie S. Wilson, Jr., 
Baltimore. 





man, C. A. Bacon, and Richard G. 
Hollaway, was appointed to work for 
a complete reissue of VA regulations. 


>> Fees and Schedules. Mr. Cook, 
Mr. Juergens, Mr. Mitler, Mr. 
Sample and several others presented 
several problems involving closing ex- 
penses which were not allowed by 
VA offices as charges to the 
veteran, in addition to the normal 
| per cent fee. Mr. Cook pointed out 
that in Los Angeles they have a 
“sales escrow” expense and that it is 
customary for the purchaser to pay a 
part of it, but that the local VA office 
does not allow this charge to the 
veteran purchaser in addition to the 
| per cent fee, if the lender closes 
the sale. 

Mr. King said the VA had con- 
sidered the escrow practice when it 
came up in the State of Washington 
a year or so ago. Where an escrow 
is involved in closing loan, they 
would “probably” rule that the 1 per 
cent fee which was designed to cover 
the cost of originating the loan, in- 
cluded the cost incurred by sending 
it around the corner to the escrow 
agent, because it was their opinion 


local 


that in this case, the lender did not 
do the work contemplated. The same 
general problem was reported by Mr. 
Juergens of Cleveland and Mr. 
Sample of Florida. 

Mr. King pointed out that VA fee 
schedules are individual to each VA 
regional office; that there are speci- 
fied items which can be charged in 
addition to the 1 per cent; that the 
1 per cent fee, if charged, is to covet 
all items connected with the origi- 
nation and closing of the loan, except 
those items expressly approved in ad- 
dition thereto. 

New fee schedules have now been 
published by the VA. If the specified 
items which can be charged in addi- 
tion to the 1 per cent do not include 
all those you feel should be allowed 
keeping in mind that all fees and 
charges that may be made in con- 
nection with a VA loan are permis- 
sive and completely under the con- 
trol of the VA), appeal first to the 
regional VA Loan Guaranty Officer. 
If unsuccessful there, the matter 
might be referred to our General 
Counsel, Samuel Neel in Washington, 
but it is questionable whether any- 
thing can be accomplished without 


the approval of the regional VA 


Office. 


>> Thirty-year loan limitation. Some 
lenders reported trouble in closing 
30-year VA loans which technically 
exceeded the 30-year term and were, 
therefore, ineligible for guaranty. This 
occurs when the first full loan pay- 
ment is set up for the first of the 
second month following the month in 
which the loan is closed, a common 
practice on loans of less than 30 
years. A suggestion was made that 
regulations be changed to permit a 
maximum term of 30 years and 30 
days, so it would not be necessary 
to schedule a full loan payment in 
less than 30 days from the date the 
loan is closed. Mr. Neel pointed out 
that the 30-year limitation was a 
statutory limit that could not be ex- 
ceeded and suggested the problem be 
solved by having two payments come 
due on the first of the last month of 
the 30-year term. Mr. King stated 
there was no objection to the final 
payment being made a “2 months 
payment.” Subsequently, Mr. Neel 
has received the following letter from 
Mr. King: 
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“This is in reference to your letter 
of November 1, 1954, concerning the 
effect on the guaranty in a case where 
the final payment falls due more than 
30 years from the date of the note. 


“You cite a case in which the note 
is dated October 6, 1954, and the 
first payment is due December 1, 
1954, thus making the final maturity 
November 1, 1984. The General 
Counsel has ruled on this question 
and in an opinion dated September 
23, 1954 Op. G. C. 95-54). a copy 
of which is attached, you will note 
that he has concluded Section 36: 
$309(d) of the regulations automati- 
cally would cause the loan to mature 
on the 30th anniversary. Thus in the 
case you cite the effect of the pro- 
vision would be to have the note 
mature on Ocotber 6, 1984. Further- 
more, in your illustration state 
that the VA office did detect 
the error and issued evidence of guar- 
anty. Under the provisions of Section 
511 the evidence of guaranty would 
be incontestable. Furthermore, since 
the final payment is not in excess of 


you 
not 


two times the average of the preced- 
ing installments, and, in this respect 
complies with the limitations pre- 
scribed by Section 36:4309(a) there 
would be no reduction in the amount 
payable under the guaranty.” 


>> VA refusal to FHA 
final inspection report. Some lenders 
object to the VA’s requirement that 
the lender certify that the plans and 
specifications used by the FHA in 
making their final inspection were the 
same as those used by the VA ap- 
praiser in making his appraisal, or in 
lieu thereof, obtaining a separate VA 
final inspection. The VA Committee 
could offer no solution to this prob- 
lem. The Committee recognized that 
the plans used by the VA appraiser 
might, in fact, be different from those 
used by the FHA, either in the first 
instance or by reason of changes, and 
that the VA must have a final in- 
spection made by a VA appraiser, un- 
less the lender is willing to assume 
the responsibility of certifying that the 
FHA and VA plans were identical. 

»> Cooperation between local FHA 
and VA office personnel. A few cases 
where a builder 
somewhat less than normal treatment 
from either the VA or FHA office if 
he processed most of his cases through 
the other one. 


accept an 


were cited secured 


One case was cited 


where the local office would not issue 
a panel appraisal if the properties 
were to be built with both FHA and 
VA inspections. The Committee rec- 
ommends that your local MBA or- 
ganization join with your local home 
builders group in a definite move to 
get local VA and FHA personnel “to- 
gether,” if they are not now cooperat- 
ing with each other. Have joint 
meetings of FHA and VA appraisers 
and technical personnel with the 
builders and lenders, to work out 
mutual problems for the benefit of 
everyone concerned. In this connec- 
tion, FHA personnel might well be 
included in your plans to improve 
submissions of requests for appraisals 
and loan approvals, as suggested in 
“l-a” above. It would also be of con- 


siderable help to the FHA. 
>> VA refusal to approve loans on 


houses less than one year old unless 
built with FHA or VA inspections. 
Some lenders objected to this rule as 
being unreasonable and in some cases 
detrimental to a veteran wanting to 
buy such a house. Mr. King pointed 
out that this was a part of the law 
passed by Congress, not solely a VA 
rule, and that it had to be complied 
with. The VA has no descretion in 
this regard. Committee recommenda- 
tion: Get FHA or VA inspections- 
or go conventional. 


>> Summary: Investors are appar- 
ently having no serious problems with 
VA loans that might be the subject 
of GI Committee action. Originators 
are having most of their troubles due 
to slow processing time and the best 
way to meet this problem is to im- 
prove our own processing—and that 
of the builders. 


You Can Profitably 
Use MBA’s New 


PERSONAL FINANCIAL 
STATEMENT 


Developed by the MBA Conventional Loan 
Committee, this new standard Personal Fi- 
nancial Statement form will enable you to 
get all the information you need about the 
credit status of your loan applicant. Write 
the national office for a sample copy or 
erder a supply now in pads of 100 each— 


Pad of 100-—$2.50 


1,000 Forms—$19 


Price includes imprinting your firm name 
and address. Write Mortgage Bankers As- 
sociation of America, 111 West Washing- 
ton Street, Chicago 2, Ill. 
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10 YEARS OF 





HIS year marks the tenth anni- 
versary of the G.I. loan program. 

As it went by that point in its 
road, it had guaranteed a total of $24 
billion in home, farm and _ business 
loans for some 3,600,000 veterans. 

Three and one-third million of these 
were home loans. Over one-half mil- 
lion of those home loans have been 
completely repaid. The greater part 
of the remainder is already substan- 
tially reduced by amortization and 
partial prepayment. Borne along on 
the high economic levels that have 
prevailed since the inception of the 
program hardly more than one-half 
of 1 per cent have so far fallen by 
the wayside. Of the $47 million the 
Treasury has had to pay out on home 
loan guaranty claims we have so far 
recaptured $31 million or 66 per cent, 
and have many millions of dollars in 
acquired security yet to liquidate. 

When we think of the collateral 
returns—both tangible and intangible 

that must be listed on the asset side 
of the ledger it can well be contended 
that the program has so far paid for 
itself many times over—in the support 
it has contributed to the overall health 
of the economy through the many 
lines of industry and business that 
it has enriched—in the income it 
has added to the tax rolls of every 
city in the land—in the improved 
living conditions it has brought to 
the families of millions of veterans- 
and all that means in the way of 
better citizens—today and tomorrow. 

G.I. loan volume has been running 
in high gear this year, a reflection of 
the prevalent yield factors and the 
liberal supply of money seeking mort- 
gage investments.. Nationally our ap- 
raisal requests are up 71 per cent over 
1953. Some of our offices have been 
flooded with several times the volume 
of business incoming during the same 
months of a year ago. 

No down-payment loans, and loans 
of longer maturity are creating the 
current wave of G.I. lending. The 
percentage of no-down-payment loans 


G. I. LOANS 


has risen steadily each month for 
more than a year. In July, 1953, it 
was 8.7 per cent. In July, 1954, it 
was 27 per cent The same is true of 
the use of the longer maturity. In 
July, 1953, 40 per cent of G.I. loans 
were for 25 to 30 years; in July, 1954, 
it was 65 per cent. 

These developments warrant a 
closer look at the structure upon 
which repayment performance has so 
far been based. First we had the 20 
year loan maximum—and the $2,000 
guaranty, the $4,700 average loan. 
Then the 25 year maximum—the 
$4,000 guaranty. Then, in 1950, the 
$7,500 guaranty—the 30 year loan— 
and the $8,100 loan average. And 
now, the current loan average exceeds 
the $10,000 mark—along with the 
greatly heightened use of the no- 
down-payment loan and these other 
maximums. 

But one thing is certain: If we 
can again look back, some years from 
now, upon a record of performance 
nearly as good as that to which we 
now point with pride—and relief— 
we will then be no less amazed that 
it has been so. 

Unfortunately for that purpose our 
experience to date sheds no strong 
light to show the way ahead. 

Of the 18,000 claims paid on home 
loans through March 1954, 13,500 
resulted from the default of first mort- 
gage loans. The remaining 4,500 
were claims on second mortgage loans, 
guaranteed over FHA primary loans 
under the section of the law—Section 
505(a)—that was stricken from the 
law back in 1950. These totals cover 
slightly over one-half of 1 per cent 
(0.55) of all home loans closed 
through the end of March. For first 
mortgage loans, the ratio was 47/100 
of 1 per cent, and for second mort- 
gage loans the ratio was 1-1/10 per 
cent. 


By T. B. KING 


Assistant VA Deputy 
Commissioner 


Looking further into this claims ex- 
perience on first mortgage loans, we 
find the down-payment loan has fared 
somewhat better than the no-down- 
payment loan. Through March 1954, 
6,400 claims were paid in connection 
with down payment loans, and 7,100 
claims were paid in connection with 
100 per cent loans. The ratio of 
claim payments was 33/100 of 1 per 
cent for loans with a down payment 
and 79/100 of 1 per cent for 100 per 
cent loans. About 70 per cent of all 
first mortgage loans guaranteed 
through the period under study en- 
tailed a down payment. 

We have, however, been reluctant 
to draw any conclusions from the fac- 
tors that have emerged from study 
of our claims experience to date. The 
relatively puny percentage and num- 
ber of loans involved, though most 
welcome as an indicator of the over- 
all health of the program, are most 
insignificant as a base on which to 
hazard conclusions. 

Korean veterans are currently using 
their guaranty entitlement in about 
the same ratio as World War II vet- 
erans. These recent veterans, made 
eligible under the 1952 amendments 
to the law, have 10 years after a date 
yet to be fixed by the Congress or the 
President within which to use their 
entitlement. 

There are so far over two million 
of these veterans who have had serv- 
ice in World War II. Currently about 
75,000 are being added to the eligible 
class each month. The date that will 
start the 10 year period of eligibility 
running will also bar veterans entering 
the service after that date. The simi- 
lar 10 year period for World War II 
veterans expires under present law in 
July 1957. 

And so we continue on into the 
next decade of GI guaranties. Each 
day seems to bring its new problems, 
many seemingly insurmountable as 
they glare back at you or me from the 
typed letter-page. There is certainly 
nothing static in this business of home- 
mortgages. There is even something 
inspiring about it as you swing over 
the suburbs in your approach to a 
landing, and see the wealth built into 
America in the neat patterns of new 
homes lying below you. The papers 
that pass across your desks each day 
are as essential a part of that building 
as the roof and walls of each of 
those homes. 
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Elect Harold Shaw 
Seattle President 


Harry L. Shaw, 
Olympic National Life Insurance Co., 


vice president, 


has been elected president of the 
Seattle MBA. 
Other officers selected by the Se- 


attle group are William A. Branigin, 
assistant Carroll, Hed- 
lund and Associates, vice president; 
and Sheffield Phelps, manager of Se- 
Mortgage Company, secre- 
tary-treasurer. These men, togethe 
with Don McClure of Prudential 
Mutual Savings Bank, Russ Kelleran 
of White & Bollard, Harry Dye of 
Seattle Trust & Savings Bank, and 
Harold Kean of Ballard Federal Sav- 
ings & Loan, serve as the board of 


secretary of 


curity 


governors 


To Address Annual 
Chicago MBA Meet 


MBA Wallace Moir will 
make the principal address at the 
annual meeting of the Chicago MBA 
Frederick Z. Gifford, 
Association president, will preside. 
Election of officers for the coming 
year will take place at this meeting. 


President 


next month. 


>? AIR AGE: Some mortgage men 
are taking to the air to look at prop- 
erties and make appraisals. Recently 
the Lincoln Savings Bank in Brook- 
lyn received an application involving 
a property some distance away. 
Che time element made speed essen- 
tial in processing the loan. The Bank 
enlisted the help of one of its trus- 
tees with an engineering firm special- 
izing in aerial surveys. 

In less time than it takes to make 
up the bank’s balances at the end of 
a day, Michael J. Burke, Lincoln’s 
vice president in charge of mortgages, 
was flown to the site. Soon the sur- 
rounding area was surveyed while the 
ground appraisal crew of the Lincoln 
did the spot-location inspection job. 
What taken 


days was accomplished in hours, and 


would ordinarily have 
the job was completed to everyone’s 
satisfaction. 

Another who is using the 
airplane is Philip W. Kniskern of 
Philadelphia, president of the First 
Mortgage Corporation. He feels the 
addition of the plane to his profes- 


lender 


\ 7 
o” 
\s? Y ae 


se 


sional kit is as important as the slide 


rule, reference books, camera and 
other equipment. 

With his son, Philip N. Kniskern, 
an ex-GI as pilot, he makes an aerial 
survey and study of each suburban or 
outlying assignment before making 
his ground study. 

Savs 


and 


“From the private plane,” 
Kniskern, both see 
photograph a ‘living’ map of the en- 
tire surrounding area. From highe 
altitudes, one can study a 50 to 100 
mile radius or the 
lower altitudes to study details and 
almost count the number of panes in 
the windows. Printed maps and draw- 


“you can 


come down to 


ings when used alone are an unsatis- 
factory substitute for this ‘living’ map 
as seen from the plane.” 

Recently he made two im- 
portant studies in 


afternoon covering separate proper- 


aerial a single 
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ties 150 miles apart. One of these, a 
100 acre farm in New Jersey was 
being analyzed for residential and 
commercial development; the other, 
an estate of some 200 acres in Put- 
nam County, New York, the subject 
of analysis for a liquidation program. 


_ 


















FOR SALE 


NCR typewriter bookkeeping 
machine, Class 3000, Serial 
#3-84718 size 30610 (120- 
2X) AB-18. Set up for FHA 
and VA mortgages, single 
debit reporting and general 
accounting. 4 form bars 
also paper rack. Bargain 
price. Write Box 318. 























lt Costs No More To Give More— 
If You Give The Bonus In Savings Bonds! 


mature (May, 1951 to September, 1954) over 
$14,000,000,000 have come due. Throughout 
this period approximately 75% of the maturing 
bonds were retained by their owners under the 


If your company is one of the more than 45,000 com- 
panies that have the Payroll Savings Plan you know 
what your employees think of Savings Bonds—they 
spell it out for you every month in their Savings Bond 
allotments. 


If you don’t have the Payroll Savings Plan, and are 
wondering whether your people would like to receive 
their bonus in Bonds, here are a few significant facts: 


—every month, before they get their pay checks or 
envelopes—8,500,000 men and women enrolled in 
the Payroll Savings Plan invest $160,000,000 in 
U. S. Savings Bonds. 


—Payroll Savers hold their Bonds: In the three 
years since the popular E Bond commenced to 


automatic extension plan. 

—on September 30, 1954, the cash value of Series 
E and H Bonds—the kind sold only to individuals 
—totaled 37.8 billion dollars, a new high. 


To the Payroll Saver, and to the man who buys his 
Bonds at a bank (because his company does not provide 
the Payroll Savings Plan) a One Hundred Dollar 
Savings Bond looks bigger and better and is bigger and 
better, than a check for $75. Make this a merrier 
Christmas for every employee. Give the gift that keeps 


on giving. 


The United States Government does not pay for this advertising. The Treasury Department 
thanks, for their patriotic donation, the Advertising Council and 


“Mortgage Banker 
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“SHOOTING THE STARS” is a most reliable 
method of getting where you want to go. 








Because of the constancy of the heavens, a navigator with sextant in hand can depend on 
what his instrument tells him. The stars chart a course as sure as tomorrow. 


For the past 40 years, we’ve helped chart courses to sound realty transactions for 


mortgage bankers, life insurance companies, lawyers, builders and developers . . 


. from 


Florida to Alaska, from the Atlantic to the Far West. 


Because of a thorough knowledge of lenders’ requirements, we have been most successful 
in plotting highroads to safer mortgages. A Policy of Title Insurance, in addition to its 
protection against title loss, facilitates the sale and transfer of real estate and 


real estate mortgages. 
issuing agents. 


Escrow services are furnished by our Home Office and by all 
Financial statement and directory of issuing agents will be furnished upon 


request to Home Office or any branch office. So, since it’s Reliability you want and 


cannot do without, we invite your inquiry. 


fansas (ity Htle 


MINCE 


Title Building 


BRANCH OFFICES: 

Baltimore, Maryland—21 South Calvert Street 

Little Rock, Arkansas—214 Louisiana Street 

Nashville, Tennessee—S.W. Cor. 3rd and Union Streets 


112 East Tenth Street 


Company 


Capital, Surplus and Reserves exceed $3,000,000.00 


Kansas City 6, Missouri 


mag tN yg Alabama, Arkonscs, 

do, Baloware Florida, Georgia, iadiane, Keonscs, Louisiana, 

Cocrolina, oH 4 T Uteh, Virginia Wisconsin, Me, Coretinn. Se. 

i ennessee, Texas, a 
the Dist. aay eo: eens eter 


states 
feocheg Agente ta mast cities 








